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IMPORTANT! 


SEND FOR YOUR 





CUPRESS Translucent TAX KIT Today! 











WHAT THIS KIT CONTAINS: 


cS 40 new and revised Schedules 
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youll tind Bro scnedules 
of SUPERIORITY Cotumnar ence’ 
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g r Perm 
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ALL on our new and improved Perma- 
Lucent paper, the best translucent 
paper on the market today!* 


@ Plus the finest Supplies and other valu- 
able Aids to simplify your tax burden 


WE INVITE YOU TO ® And the latest information and prices! 
TEST AND COMPARE! 


You'll agree—with thousands of our customers—that PERMA-LUCENT tax forms 
do your accounting job better than any other translucent papers. Perma-Lucent 
is opaque to your eyes—there’s no annoying see-through as with tracing type 
papers; it is easier to work on, yet it is ultra translucent to the’ ultra-violet 
light in your copying machine for faster, better copying. Eliminates eye strain, 
won’t tear, erases completely. Perma-Lucent is sturdier, easier to handle, while 
maintaining its high degree of translucency. All this plus many more advantages! 


*For use on Bruning, Ozalid, and Thermo-Fax copying machines. 
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LIFE-TIME INVESTMENT 


e A beautiful piece of furniture, sturdily Pat. Pend. 
constructed by a cabinet maker, in 
medium walnut finish. 
Will go with traditional or modern INDEXED SLIDING 
decor. SHELVES 


Constructed of walnut. Shelves and e Sliding shelves. make forms easy to 
back are of matching color high grade get at. 

tempered masonite. e Index tabs are of matte no-glare ac- 
etate. 

A SPACE SAVER e Perforated index inserts are provided. 


e Will fit into most book cases or on top 
of bookcase, desk or small table. SUCCESSFULLY USE- 
e Forms are always accessible, always TESTED BY CPAs 


yam. : : who found that 1 legal, 1 W-2 and 2 
* 10 shelves in each cabinet. letter size units met all their tax form 
¢ Each shelf will hold up to 300 sheets. requirements. 
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H Ww D Gentlemen: Please send the following Forms Cabinets: 

Letter 124%" 12%” 9%" Letter Size @ $19.95 $ 

Legal 12%" 15%" 9%" LegalSize @ $2195 $ 

W2 12%" 5%” 9%" W-2 Size @ $17.95 $ 

Total: © Enclosed ( COD $ 


Deduct $1.00 Per Cabinet When Ordering 4 or More 


If Payment Accompanies Order, We Pay Shipping Costs. 
If COD, You Pay Shipping and COD Charges. 





Name__ 





If not satisfied for any rea- 
son full price of cabinets 
will be refunded if returned Address. 
in good condition within 30 
days. We pay return ship- City. State 
Ping costs. 
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... because saving your time 
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ingredient of our service 








Most employment agencies do a lot of talking about 

their screening procedures. We don’t. Our careful 

screening plan speaks for itself... in results. [ 
CHIB! 
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Results for our clients because it saves them 
valuable time and produces the kind of 
high-type, competent personnel they want. . E 


Results for us because it is continually 
winning new clients and keeping old ones 
coming back year after year after year. 


May we have the opportunity to prove 
how smoothly it can work for you? 





And, of course, we are 
ACCOUNTANT-STAFFED agir 
—another advantage Max 


for you and your clients. iness 
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120 W. 42nd Street, New York, N. Y. 


FOR OVER 15 YEARS, SERVING THE ACCOUNTANT 
AND HIS CLIENTS IN THE PLACEMENT OF PERSONNEL IN 
THE ACCOUNTING, BOOKKEEPING AND OFFICE PERSONNEL FIELDS 


















e New York State Society 
of 
Iitiied Public Accountants 





i President 
BBENJ AMIN GRUND, CPA 





First Vice President 
EpwarD J. BUEHLER, CPA 


Vice Presidents 
ANLEY A. FREDERICK, CPA 
WARD F. MCCORMACK, CPA 
Max ROLNIK, CPA 
Davip Zack, CPA 





Treasurer 
GrecorY M. Boni, CPA 


f Secretary 


Bexar p U. BRAUNFELD, CPA 


Executive Director 
| H. P. C. HOWE 


-™ Editor 
Max Biocx, CPA 


siness Manager 





GILBERT DESVERNINE 





torial Board 


RICHARD S. HELSTEIN, CPA 
Chairman 


A. J. AMMON, CPA 
BERNARD BARNETT, CPA 
FALBERT KRAUTER, CPA 
®Herbert M. MANDELL, CPA 
EMANUEL SAXE, CPA 
IRVING SCHREIBER, CPA 

ARL J. SIMON, CPA 





Pyright, 1961, by The New York 
e Society of Certified Public Ac- 
ntants. Society and _ editorial 
es: 355 Lene Avenue, New 
k 17, N. Y. The matters con- 
ed in this publication, unless 
Twise stated, are the statements 
Opinions of the authors of the 
les, and are not promulgations 
the Society. 









de 


THE NEW YORK 


~ 4 





Cows P... py. Sane 





January 1961 


Volume XXXI No. 1 





The President’s Page 


ANDREW Barr, CPA 


CONTENTS 


21 


BENJAMIN GRUND, CPA 


Accounting and Auditing Problems of 23 
New Registrants with SEC 


Charitable Organization Reports to N. Y. 32 
State Department of Social Welfare 
BERNARD PERLMAN, BBA, LL.B 








Examinations of Consumer 
Finance Companies 


THOMAS A. HAEUSSLER, CPA 


Guide to Joint Returns, Head of 
Household, and Dependents 
LEONARD H. CARTER, CPA 


DEPARTMENTS 
Accounting News and Trends 

CHARLES L. SAVAGE, CPA 
Letters to the Editor 


Awards for Superior 
Scholarship, 1959-1960 


New York State Tax Forum 
PETER ELDER, CPA 


Accounting and the SEC 
Louis H. RAPPAPORT, CPA 


Administration of a CPA Practice 


HERBERT G. WHITING, CPA 


Payroll Tax Notes 
SAMUEL §S. REss, CPA 


Federal Taxation 


RICHARD S. HELSTEIN, CPA, AND THE 
COMMITTEE ON FEDERAL TAXATION, 
ARTHUR J. Dixon, CPA, CHAIRMAN 


38 


43 


12 
19 


52 


56 


58 


61 


64 








MR. ACCOUNTANT: 


Here’s Good News For Your Clients!| 


4e 





: 


Through recent mergers with two New York City banks, 
Mr. “Meadow Brook” now is providing the convenience of 54 
banking locations throughout Greater New York and Long 
Island Area. Now, in addition to complete one-stop banking 
services at these locations, your clients can receive immediate 
answers to their questions about our revolving credit plan. 


FOR FURTHER INFORMATION CALL MR. HENRY DENGEL 
IVanhoe 1-9000 — West Hempstead, N. Y. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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SURVEY OF MANAGEMENT 
SERVICES BY CPAS 


A report on a management services 
survey appearing in The Georgia CPA 
(Fall 1960) may be of particular 
interest to many New York CPAs. It 
deals with local firms which in the 
main, ranged from the single practi- 
tioner to firms with no more than 
twenty professional employees. Thus 
it shows what the smaller firms are 
doing in this new area of accounting 
activity. 

In the interest of comparability of 
the individual answers, the committee 
felt it necessary to provide this defini- 
tion of management services. “Man- 
agement Services refers to those serv- 
ices within the competence (or attain- 
able competence) of the average 
medium sized CPA firm which extend 
beyond the ‘traditional’ services of 
CPAs, such as auditing and tax work.” 
Some of the results of the survey were: 

1. Over three-fourths of the firms 
indicated that demand for management 
services had recently increased, with 
the degree of increase generally related 
to the firm size. More than 20% of all 
replies indicated demand as having “‘in- 
creased substantially” with a range of 
from about 10% in the single practi- 





Accounting News and Trends is conducted 
by CHARLES L. SAVAGE, CPA. He is 
presently serving as a member of our So- 
ciety’s Committee on Accounting Procedure 
and is Program Director of the Brooklyn 
Chapter of the National Association of 
Accountants. Dr. Savage is professor of ac- 
counting and chairman of the Business 
Administration Division of St. Francis Col- 
lege. He is also professor of taxation at 
the New York Law School. 
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tioner class to about 40% in the larger 
firm class. 

2. Replies regarding fees reflected 
the widest divergence of experience 
due undoubtedly to the fact that a wide 
variety of services are embraced by the 
term “management services” and the 
fact that fee policies differ broadly 
between firms. 

3. Almost all those surveyed re- 
ported that advice regarding insurance 
records and coverage was the most fre- 
quently provided service. 

4. After insurance, aid in the field 
of finance was the most popular, with 
advice regarding financial policy and 
planning, and capital structure and 
requirements, having been given by all 
but about 15% (mainly single practi- 
tioners). 

5. Services relative to pension 
plans, inventory control, and cost ac- 
counting had been furnished by about 
80%. 

6. About one-half had occasionally 
done arbitration work and about one- 
third occasionally accumulated and re- 
ported trade statistics. 

7. Apart from the services related 
to finance and control, the most popu- 
lar types of services (dealing with 
office personnel, equipment, and or- 
ganization) had been performed by 
80% to 90% of the respondents, while 
the least popular (safety programs, 
etc.) had been performed by about 
5%. 


A BANK’S QUERIES ABOUT INVENTORY 


A booklet entitled “The Inventory 
Problem in Accounting,” prepared by 
Professor A. B. Carson for a training 
program at The Bank of America, 
contains some questions that a credit 
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A SIGNIFICANT SOURCE OF 
CURRENTLY AVAILABLE 
ACCOUNTING TALENT 


COMPTROLLER CPA-——$20,000 
Age 52. He achieved the asst and 
comptrollership levels with two giant 
textile mfrs with diversified subsidi- 
aries with whom he served for 20 
years. His most intense experience 
has been in taxation, broad gauge 
financial problems and organization 
of internal control. 


STAFF ACCOUNTANT—$11,000 
Age 32, presently SR for a natl CPA 
where he’s been for 6 years. He is an 
impressive man. 


TAXATION #2 MAN—$10,000 
Age 33, Seton Hall grad in acctg. He 
came up the ladder in a diversified 
tax situation with 2 major industrials 
over the past 9 years. 


COST MANAGER—$9,000 
Age 43, BS in acctg from Wm & 
Mary. He has 20 years of all phases 
of cost experience including estimat- 
ing in the aircraft industry. 


GENERAL ACCOUNTANT—$6,500 


Age 24, A average at St Johns plus 2 
years of natl CPA auditing experi- 
ence. 


Personnel Services, Inc. | 


50 Church St., New York 
WoOrth 4-8410 





Member 
A.M.A. & Natl. Assoc. of Accountants 


6 @ THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT JANUARY 





analyst might raise about inventories. 
These are the questions, and if the 
answers are not provided in the report, 
the analyst is advised to present them 
directly to the accountant: 


1. Is the inventory figure based | 
upon a physical count? If not, what | 


is its basis? If based upon perpetual 
inventory records, how often are these 
checked by physical count? 

2. What is the method of assigning 
amounts to inventories (i.e., on a 
FIFO-cost basis, average-cost basis, 
lower-of-cost-or-market _ basis, 
basis, or other)? If the goods were 
manufactured, how was factory over- 


bai 





LIFO | 


head handled? Is a standard cost sys- | 


tem used? If so, are finished goods 
included at standard cost? How re- 
cently were the standards revised? Are 
the variances from standard sizeable? 

3. If LIFO costing was used, what 


is the approximate current or replace- | 


ment cost of the inventory? 

4. Was the method used in assign- 
ing inventory cost consistent with that 
used in the previous period? 


5. Does the method of accounting | 


followed with respect to inventories 
conform with the usual practice (if 
any) in the industry? 

BANK DEPOSIT CREDITS 


SPEEDING UP 


CPAs whose clients sell goods or 
services in outlying areas distant from 
New York can speed up collections by 
use of a relatively new banking service 
variously described as “The Lock Box 
Plan,’ “Money Mobilization” and 
similar appellations. In broad outline, 
this plan is a method whereby cus- 
tomers sent remittances to post office 
boxes rented in the client’s name in 
cities having Federal Reserve Bank 


offices or otherwise strategically located 
in the selling areas. A bank opens the g 


owes 





mail, removes and collects the checks, F 
and credits the funds to the client's 
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account days sooner than if the remit- 
tances were sent to the home office. 


The advantages which are stated to 
flow from this plan include: additional 


' working funds; closer control of cash 
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resources; speed and flexibility in 
movement of money; and simplification 
of accounting procedures. On the other 
hand, the cost of the service must be 
taken into account. Also, companies 
must determine whether they cannot 
utilize other expedients, their own per- 
sonnel, to speed up the transmission of 
collections to depositories. 


CAUTION IN SPECIAL ENGAGEMENTS 


In his article “An Ounce of Preven- 
tion. . .” (Mass. CPA Review, Sep- 
tember 1960) Mr. William Holmes 
outlines the importance to the account- 
ant, client, and interested third parties 
of defining and understanding the 
terms of an engagement before it is 
started. This warning applies espe- 
cially to special engagements which, 
depending on their nature, may in- 
volve more or less difficulties than the 
ordinary audit. 


An interesting segment of this arti- 
cle is devoted to the problems that 
arise when an accountant is called in 
by a client who is considering the pur- 
chase of a business. The client nat- 
urally wishes to have some verifica- 
tion of the seller’s financial statements, 
and the responsibility of the CPA in 
this connection is obvious. The author 
points out that no CPA should start 
such an engagement until he has had 
an opportunity to examine the entire 
contract of sale. Since this may not 
be immediately available, and since 
the client is often anxious to get ahead 
with the purchase, pressure may be 
exerted on the CPA to get started 
with “the usual type” audit as quickly 
as possible. Citing a few unfortunate 
situations that have developed, the 
writer suggests that this pressure be 











DEFERRED 
COMPENSATION 


for owners and key executives 
of closely held corporations 


With considerably more tax safety 
than heretofore, private companies 
now have an opportunity to furnish 
“fringe” benefits which can compete 
with those offered to executives of 
publicly held corporations. 


Internal Revenue Service has just is- 
sued a ruling (RR 60-31, IRB 1960- 
5,17) concerning pay plans which 
shift income and taxes from a current 
to a future basis. This is of prime 
importance to $30,000 and up execu- 
tives because it specifically approves 
some of the methods used to provide 
substantial benefits and ultimate tax 
savings. 


A SPECIAL PLAN 


While IRB will not issue an advance 
decision on an actual case, the ruling 
is favorable to a special plan used 
by this office with excellent results. 
From the corporation standpoint, the 
funding has little or no effect on the 
balance sheet and the after-tax cost 
is usually fully recovered by insur- 
ance. 


For full particulars, write or phone 


LAWRENCE GOULD 


25 West 45th Street, New York 36 
CIrcle 6-5303 


Employee Benefit Plans 
Executive Pay Plans 
Business Life Insurance 


MUTUAL BENEFIT 


™ LIFE formce secunmre 
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Accountants 


Reproduction of 
TAX RETURNS 
REPORTS 
WORK SHEETS 


On “Brunings” or “Ozalids”’ 


By experts on premises 


* 


ALSO 
HALOID XEROX 
THERMOFAX 
MIMEOGRAPH 
MULTILITH 
(Your Typing or Ours) 


* 


Accurate and attractive 


TYPING 


Accountants’ Reports thoroughly 


checked. Personalized Service. 


e e & 
Lillian Sapadin 
501 Fifth Avenue, New York 17 
(corner of 42nd Street) 
MUrray Hill 2-5346 - 2-7364 


* Since 1940 * 








| CPA before signing it, it is usually 
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resisted. In one case, when the CPA 
examined the fine print provisions of 
the contract, he found that the ac- 
countant was to “appraise” the value 
of certain assets and in another that 
the accountant was to “Verify” a bal- 
ance sheet as of a date before the 
audit. If these responsibilities are un- 
acceptable to the CPA, he may find 
himself in the unfortunate position of 
being half though an engagement 
which he cannot properly complete, or 
has strong reservations about. 


The way to avoid such an embar- 
rassment is clear. The CPA should) 
insist on obtaining the governing con- 
tract at the earliest possible moment. 
Where a staff assistant is assigned to 
the audit, the partner or manager in 
charge should nevertheless personally| 
review the contract to appraise the 
problems posed by the relevant) 
clauses. Of course, if the client could 
submit a draft of the contract to the 


not too difficult to have wording clari- 
fied to the satisfaction of all parties. 
Indeed, even if the contract has been 
signed, it may well be possible, by 
mutual consent, to vary the wording 
setting forth the accountant’s respon- 
sibilities, or to have the lawyers com- 
pose a memorandum interpreting 
problem areas. All of this, of course, 
should be done before the audit is 
started or the CPA may regret his 
willingness to help out a client by a 
speedy start before his professional 
responsibilities had been clearly under- 
stood. 





PRIZE CONTEST FOR 
TECHNICAL PAPERS 

To provide incentives to those who 
have not previously had papers pub- 
lished in professional journals, the 
Florida Institute of CPAs is holding a3 
technical paper contest with severalf 
prizes of one hundred dollars. Thef 
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interesting feature of this contest is its 
division into scholastic and profes- 
sional sections. The latter is open to 
staff members while the former is open 
to students or recent graduates who 
wish to enter papers which have pre- 
viously been submitted as a part of 
their academic work. This includes 
term papers and theses. 


COMPETITIVE BIDDING 
INTERPRETATION 


In a recent letter to members of the 


abel Colorado Society of CPAs the Ethics 


Committee of that Society states a 
policy on competitive bidding. Such 
a practice, it holds, is in violation of 
the Society by-laws, of the Rules of 
Professional Conduct promulgated by 
the State Board of Accountancy, and 


Rule 14 of the AICPA but questions | | 
continue to be asked of the Commit- | 


tee. Here are two noteworthy posi- 
tions taken by the Society. 

The fact that a practitioner is solic- 
ited to make an offer to perform a 
service for a stipulated fee may be 
presumptive evidence that similar 
offers are being solicited from other 
licensed accountants, and it is incum- 
bent upon the member to assure him- 
self to the contrary before making an 
offer to perform such services. 

The rule does not preclude furnish- 
ing estimates of probable costs at per 
diem rates and a maximum fee in 
instances where the accountant has 
assured himself that such quotations 
do not constitute a competitive bid 
(i.e., he may advise his client who is 


| not seeking a competitive price). 


| ACCOUNTING FOR NEWSPAPER 
REVENUE 


who 
pub- 

the 
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CPAs who number newspapers | 
among their clients will find much | 


helpful information in the new Display 
Advertising Accounting Methods and 
Procedures Manual just published by 
the Institute of Newspaper Controllers 




















































Our 2 Ist Year 


Serving all industries 


~ “I can help you secure 
Dependable 
hard-to-get personnel” 


Our highly skilled staff of 

personnel specialists can 

solve your needs as well as 
your clients’. 


* Public 
Juniors, Semi-seniors, Seniors 


* Internal 
Treasurers, Comptrollers, Tax 
Budget, Cost, Chief, Systems 
Auditors 


* Bookkeepers—Office Managers 
Full Charge and Assistants 


For prompt, efficient 
service, call 


BRyant 9-7664 


EMPLOYMENT AGENCY 


100 West 42nd St. 
New York 36 
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and Finance Officers ($25 from the 
Institute, P. O. Box 289, Bowling 
Green Station, New York 4). This 
239-page handbook is the result of 
two years’ research and is the third of 
a series devoted to accounting for 
newspaper revenue in all its forms; its 
predecessors dealt, respectively, with 
circulation and classified advertising. 


The handbook is broadly based and 
contains much material which pro- 
vide effective management control. It 
reproduces over 250 forms employed 
by members in connection with display 
advertising and incorporates typical 
manuals covering punched card Dill- 
ing and accounting, and a_ planning 
and dispatch department. 
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: January, 1961, marks our > 
og Twenty-Fifth Anniversary. — 
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(— objectives of our organiza- 2 
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INSURANCE ADVISERS 
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Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 























Complimentary Advice On 


YOUR INVESTMENTS 


Justin Jacobs 


PETER P. McDERMOTT & CO. 


42 BROADWAY 
NEW YORK 4, N. Y. 
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63 years of 
leadership in 
property valuation 


Whatever the appraisal need, an American 
Appraisal report provides authoritative in- 
formation...supported by detailed factual 
data...interpreted in accordance with valua- 
tion principles tested by more than half a 
century of experience. 


Since 1896... LEADER IN PROPERTY VALU. 


ATION for Depreciation ¢« Property Control . | 


Insurance « Taxes e Corporate Financing 


The AMERICAN 
APPRAISAL 
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: edar Street, New Yor 
ph egntrony 903 Ellicott Square, Buffalo 3 








10 @ 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


JANUARY 1961 






R.E.C. manufactures industrial 
fasteners and is a specialist in 
the manufacture of stud bolts. 















inning} 

IRVING T. HERSON, CONTROL- 
n LER of R.E.C. Corporation. 
~~ 
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THIS NATIONAL SYSTEM performs eight different complete operations for the R.E.C. Corporation. 


l | “Our Clational Accounting System 
n! saves us *3,100 a year... 


> in- returns 56% annually on investment.” 


em —R.E.C. Corporation, New Rochelle, N.Y. 
ilf al Impressive money savings we have effected from installation of a National Accounting System are only one of 
many reasons for our satisfaction with your equipment. 
‘Equally important is the fact that our records are now kept up-to-date. Reports pertaining to production, over- 
head, and costs are now available to management without costly delays. Without our National System this would 
LLU. be impossible. We are alerted the instant a customer falls behind in payments which has reduced our accounts 
receivable. These facts we regard as more important than the actual cash savings. 
pl « ‘We are delighted with the Nationa! 


v7 System. Its flexibility, simplicity and ease . 
' with which we train operators are most D : = 
satisfactory. Our National Accounting P 4 7 <——- 


System saves us $3,100 a year, returns 
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56% annually on our investment."' Controller of 
R.E.C. Corporation 
L ; THE NATIONAL CASH REGISTER COMPANY, dayton 9, ohio 
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UNRESOLVED ACCOUNTING PROBLEMS 
IN N. Y. STATE FORM CR-131 


Elsewhere in this issue there ap- 
pears an article, constituting a paper 
presented by Mr. Bernard Perlman, 
then Chief, Charities Registration of 
the N. Y. State Department of Social 
Welfare, at a technical meeting of our 
Society’s Committee on Accounting 
for Non-Profit Organizations held on 
May 25, 1960. Though some progress 
has been made in clarifying points of 
contention previously raised by our 
Committee and others, as to conflicts 
with prevailing accounting principles 
inherent in Form CR-131, the annual 
financial statement filed with the 
Department by subject organizations, 
some controversial areas remain un- 
settled. These issues remain unre- 
solved not because of an unawareness 
by the Department of their existence, 
rather, they remain because of a 
seeming present unreadiness to come 
to grips with them at this early stage 
in the existence and administration of 
the form. Because of widespread in- 
terest of accountants in the subject I 
believe that the unresolved areas 
should be disclosed, in the hope that 
it will expedite their resolution. 

An examination of the earlier 
forms will show the considerable im- 
provements that have been effected in 
making the current Form CR-131 
more closely conform to acceptable 
accounting practices. However, the 
form still contains some features 


which are contrary to sound account- 
ing concepts. The authors of the form 
were concerned that it be simple, con- 
cise, and readily understandable to 
the lay reader to whom it would be 
made available. 


Such objectives are 
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commendable, but when they are ac- 
complished without completely follow- 
ing proper (per CPA standards) 
financial reporting procedures, the re- 
sults can be misleading. The current 
form may be satisfactory for a charity 
which receives only unrestricted con- 
tributions. It certainly does not fairly 
present the operations of a non-profit 
organization which receives restricted 
and unrestricted donations, when both 
are combined in one column. 

Article 482-b of the Social Wel- 
fare Law requires that the form con- 
tain a financial statement which clearly 
sets forth the “gross income, expenses, 
and net amount inuring to the benefit 
of the charitable organization.” In 
order that Form CR-131 more closely 
conform to the above quoted section 
of the law, the following changes are 
suggested: 

(1) Provision should be made for 
those charities that have both re- 
stricted and unrestricted funds, to 
report separately on the operations of 
such funds. Just as it is legally im- 
proper for a trustee or fiduciary to 
mingle trust funds with his own per- 
sonal funds, it is equally wrong for a 
charity to combine restricted funds 
with its general operating funds. A 
breakdown of the “balance available 
from years operations” (the last line 
of page 1 of Form CR-131) into re- 
stricted and unrestricted funds, hardly 
corrects the distorted picture obtained 
in the body of the report where they 
are combined. 

The instructions to Form CR-131 
require that net gain from the sale of 
investments be reported as “other” 
income. Where such investments are 
part of the restricted funds of a char- 
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ity it would be wrong to label the net 
gain on the sale of such investments 
as “income”. A possible way to meet 
the above objection would be to have 
two columns on the report, one for 


' unrestricted funds, the other for re- 














stricted funds. A third or “total” col- 
umn is not recommended for reasons 
already mentioned. 


(2) The inclusion of gross receipts 


from the sale of theater tickets, 
bazaar merchandise, etc. as “con- 
tributions” and the related cost of 


such tickets and merchandise as “fund 


raising costs” is difficult to under- 
stand. While the relative insignifi- 
gance of such items might not war- 
rant a separate line on the report, it 
would be more desirable to include 
only the excess of proceeds over cost 
of such items under “contributions.” 
Since the relationship of fund raising 
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LOWEST RATES 


NON-NOTIFICATION 


Members of Assoc. Commercial 
Companies, Inc. and New York Credit and 
Fi Z t Assoc. 








450 SEVENTH AVE. 


Serving Your Clients 25 Years 


SERVICE FACTORS CO. 


expenses to contributions is a key per- 
centage, the inclusion of theater ticket 
costs and costs of cookies in the nu- 
merator can only lead to ridiculous 
results. 

(3) Loans received should not be 
included under “other income” nor 
should repayments of loans be part 
of “other expenditures,” even for cash 
basis organizations. Such receipt or 
repayment of loans forms no part of 
“income” or “expenditures” as those 
terms are understood by accountants. 
A financial statement which includes 
such loans received or repaid and yet 
purports to show the result of finan- 
cial operations of an organization is 
obviously misleading. 


(4) Depreciation and allowances 
for bad debts should be made op- 
tional. Where income from services 
rendered forms a major part of the 
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income of the charity, as in the case The suggested correction is to de- 
of hospital, the practice of charging lete the wording starting with “fairly 
depreciation and allowances for bad _ represents, etc.” and substitute the 
debts to current operations is so following: “fairly presents the finan- 





prevalent as to constitute an accept- cial data as required in this report.” 
able accounting practice. Until further changes are made in 
(5) The inclusion of a_ balance Form CR-131 along the lines sug- 
sheet and reconciliation of fund bal- — gested in this article, it would seem 
ances should also be made optional. improper for an accountant to state 
A more complete and intelligent pic- that such statement “fairly represents 
ture of a charity can thus be obtained. __ the financial operations of the organi- 
(6) The independent public ac- zation, etc.” 
countant’s opinion should be changed. If the same spirit of earnest co- 
The last sentence reads: operation that has existed between 


“The information contained on page the authorities who administer Form | 
1 and or the Schedules on pages 2. CR-131 and our Society continues, it | 
and 3 of this report was reviewed — should not be long before the form 
on the basis of such examination will comply with those oft used words 


and, in the opinion of the under- “in accordance with generally ac- 
signed, fairly represents the finan- | cepted accounting principles.” 

cial operations of this organization , 
in the form required by the depart- Max WassER, CPA 
ment.” New York, N. Y. 
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AVOIDING PENALTIES FOR 
COMMINGLING FUNDS BY 
GENERAL INSURANCE AGENTS 

Of particular interest to the prac- 
ticing CPA in New York State, who 
has insurance agents among his cli- 
entele, is the problem of helping his 
clients comply with the Commingling 
Law of New York State. 

The Commingling Law, on the 
Statute Books before the turn of the 
century and revised in 1940 by Sec- 
tion 125 of the Insurance Law of the 
State of New York, provides that 
every insurance agent acting as such 
in the State of New York shall be 
responsible in a fiduciary capacity for 
all funds received or collected as in- 
surance agent and shall not, without 
the express consent of his principal, 
mingle any such funds with his own 
funds or with funds held by him in 
any other capacity. 

Regulation 29, promulgated on No- 
vember 12, 1947 and effective Jan- 
uary 1, 1948, resulted from the Insur- 
ance Department’s consultations with 
the Industry Committee, and reads as 
follows: 

1. This regulation is issued for the 
purpose of interpreting and facilitat- 
ing compliance with Section 125 of 
the New York Insurance Law. 

2. Every insurance agent and in- 
surance broker who does not have the 
express consent of his or its princi- 
pals (insurer or insurers) to mingle 
premium monies with his or its per- 
sonal funds shall hold such premium 
monies separate from other funds in 
accordance with the following rules: 

(A) Agents and brokers who do 
not make immediate remittance to 


their companies shall not deposit pre- 
miums in office operating accounts, 
but shall keep such monies in a sepa- 
rate bank account from which no 
disbursements shall be made other 
than for payment of premiums to com- 


panies, return premiums to assureds, 
for the transfer of commissions or the 
withdrawal of voluntary deposits. 

(B) Voluntary deposits in the pre 
mium account in excess of those pre- 
miums collected and unpaid to com- 
panies may be made for the purpose 
of maintaining a minimum balance, to 
guarantee the adequacy of the account, 
or for the purpose of the payment of 
premiums to the companies in ad- 
vance of their collection and when so 
made may not with withdrawn except 
to the extent that the remaining bal- 
ance is at all times equal to the total 
of net premiums collected and unpaid 
to insurers. 

(C) The deposit of a premium col- 
lection in a separate bank account 
shall not be construed as a mingling 
by the agent or the broker of the net 
premium and of the commission por- 
tion of the premium; the commission 
portion of premiums may be with- 
drawn from the separate bank account 
at the discretion of the agent or 
broker. 

(D) The maintenance in a sepa- 
rate bank account at all times of at 
least the net balance of premiums col- 
lected and unpaid to the companies 
by agents operating under the “ac- 
count current system” shall be con- 
strued as compliance with this regula- 
tion and with Section 125 of the In- 
surance Law, provided that the funds 
so held for each such principal are 
reasonably ascertainable from _ the 
books of account and records of the 
agents. 

(E) Agents and brokers who make 
immediate remittance of collections to 
their companies need not maintain 
separate bank accounts for such col- 
lections. 

Even though an agent has been 
granted the privilege, by his com- 
panies, to mix company funds with 
his own, he should not assume that 
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this gives him permission to pay pre- 
miums to companies in behalf of slow 
paying customers out of funds pro- 
vided by those customers who pay 
promptly. There is increasing evi- 
dence that the State of New York 
Insurance Department is taking a dim 
view of such questionable practices 
and that it will not be long before 
company permission to commingle 
will either not be obtainable or not 
be honored by the Department. In 
any event, permission must be ob- 
tained from all companies, including 
those where insurance is _ placed 
through brokers. Failure to obtain a 
single such permission nullifies the 
permits issued by others. Further, a 
qualified permit will probably be un- 
acceptable to the Department. 


The safest way to avoid criticism or 
penalties from the Insurance Depart- 
ment is for an agent to see to it that 
(1) he maintains a separate “Insur- 
ance Premium” bank account into 
which he deposits all premiums col- 
lected from customers and withdraws 
therefrom (A) his commission for the 
month computed at an average rate 
applied to collections, (B) premium 
payments to companies and (C) re- 
turn premiums to customers; (2) his 
commissions are deposited in an op- 
erating account from which his ex- 
penses, etc. are drawn and (3) that 
he makes periodic tests as to the ade- 
quacy of the balance in the “agency” 
account. The latter test may be made 
in the following manner: 


Assume that at the end of Decem- 
ber the agent has paid companies 
through October. He should first age 
his accounts receivable at December 
31 providing three columns, (1) 


December (2) November and (3) 
prior months. He should then com- 
pute his average commission by refer- 
ence to his companies’ account cur- 
rent. The rate so determined should 
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be used to reduce the total of Novem- 
ber and December accounts receivable 
to a net premium basis. Net amounts 
due companies for November and 
December as disclosed by company 
account currents, or by the agent’s 
ledger accounts, should then be re- 
duced by the net premium equivalent 
of the accounts receivable for the two 
months. The result is the minimum 
amount which should be on deposit 
in the agency bank account on Decem- 
ber 31. A brief tabulation follows to 
illustrate the computation: 


Net premiums, less commissions, due to 
companies per account currents or agent’s 
company ledger. 


November 
December 


$10,000 
11,000 


$21,000 








Accounts receivable, 
per aging 
November.... $ 7,000 
December... 9,000 


$16,000 





Less average 
commission 


1 2) er 3,200 12,800 





Balance required in “Insurance 
Premium” ACCOURE \<.<.--c<sssseccsee<es0 $8,200 





The Certified Public Accountant 
can be of inestimable aid to those of 
his clientele who are insurance agents 
by making periodic tests—at least 
quarterly—of the adequacy of the 
“Insurance Premium” cash _ balance 
and rendering a report thereon for 
presentation to insurance department 
investigators should the client’s ac- 
counts be subjected to their scrutiny. 

Now, what are the chances of your 
insurance agent client being investi- 
gated? Probably no greater than the 
chance that the tax return of any 
client may be selected for audit by the 
Internal Revenue Service. The Albany 
office of the Insurance Department of 
the State of New York employs a 
traveling staff of two men and has 
under its jurisdiction between 80,000 
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and 90,000 licensees, so obviously, 
only superficial coverage is possible. 


The procedure followed by the De- 
partment’s investigator is simple. Us- 
ing the agent’s most recent pay- 
ments to companies as a guide, he 
determines the dates of the oldest 
unpaid items and calls upon the agent 
to produce his cash receipts record 
from the earliest of such dates to the 
day next preceding his examination. 
For example, if he called on an agent 
on November 14th, he would prob- 
ably find that the last payments to 
companies for other than assigned 
risks and brokered items were made 
on or about October 15 and would 
cover all items written in August. On 
the other hand, if the investigator 
waited a day or so he would find 
that the majority of companies would 
be paid through September. Except 
for a few items which he would need 
to check individually, the investigator 
would, on November 14, examine 
cash receipts for the 74 day period 
September 1 to November 13, inclu- 
sive. If his examination were made 
on November 15, he would reduce 
his examination period to the 45 day 
period October 1 through Novem- 
ber 14. 

The cash receipts record for the 
required period is checked to cus- 
tomer’s accounts and the date of the 
billing of each item paid is noted on 
the investigator’s schedule. Since he 
has already ascertained the most re- 
cent date of regular billings unpaid 
to companies, it remains for the in- 
vestigator to eliminate only assigned 
risks and brokered policies and then 
total the items which fall within the 
previously determined unpaid period. 


Deducting from such total an allow- 
ance for commissions by applying an 
average rate, the investigator com- 
pares the result with the balance on 
deposit in the agent’s insurance pre- 





mium bank account. In the event 
that the amount on deposit is less 
than the amount computed by the in- 
vestigator, a penalty for the deficiency 
will probably be levied by the Depart- 
ment. 

Examinations by the Department 
follow no regular pattern. Whenever 
the Complaint Bureau sends an inves- 
tigator to any agency, as a result per- 
haps of a complaint by an insurer, an 
assured or a fellow agent, or just a 
routine test check, that investigator 
is given orders to check the status of 
the agency with respect to commin- 
gling, regardless of his prime inves- 
tigative purposes. 

While the maximum fine is $500 
per offense, the Department has con- 
siderable lattitude in fixing fines; gen- 
erally, the first offense results in a fine 
of $150 to $200. One word of cau- 
tion; contrary to a popular notion 
among agents, there is no such policy 
of a warning on a first offense. If the 
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agent is short in his “Insurance Pre- 
mium” account he will be fined, not 
warned, 

The title preferred by the Depart- 
ment for the agency or trust bank 
account is “Insurance Premium Ac- 
count” and it must be on demand de- 
posit in the name of the licensee. 

Many agents have attempted to 
establish a substantial reserve to sat- 
isfy their obligations under the com- 
mingling law. These reserves, the 
agents have felt, should earn interest 
and since commercial banks may not 
accept interest department deposits 
from corporations and since savings 
banks are likewise barred, incorpo- 
rated agencies have made time de- 
posits with commercial banks. These 
funds may not be withdrawn without 
notice, sometimes 90 or 180 days, and 
it is therefore probable that such de- 
posits would not satisfy the require- 
ment of the commingling law and 
would not be considered a part of the 
insurance premium account. A re- 
cently announced policy of the De- 
partment in this respect is to consider 
time deposits as part of the insurance 
premium account in cases where the 
notice to withdraw required by the 
depositary does not exceed the pay- 
ment period allowed by the agency 
contract with companies (usually 45 
to 90 days). 

It would appear that, in accordance 
with this policy, the purchase of shares 
in New York State Savings and Loan 
Associations may be considered a part 
of the insurance premium account 
since such shares may be surrendered 
for immediate payment. While these 
associations reserve the right to a 60- 
day notice of withdrawal under Chap- 
ter 880, Section 380-d of the Banking 
Law, this is a technical reservation 
which is seldom, if ever, exercised. 


REGINALD H. PATTISON, CPA 
Hudson, N. Y. 
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Awards for Superior Scholarship 


New York State Society of Certified Public Accountants 
1959 - 1960 


Adelphi College 
William Leahy 


Brooklyn College 
Jonathan Lushing 


Canisius College 
Joseph H. Mergler 


The City College of New York—Ber- 
nard M. Baruch School of Business 
and Public Administration 

Bernard Rothman (B.B.A.) 
Helen Z. Bickman (M.B.A.) 


Clarkson College of Technology 
Donald Marshall Mills 


Columbia University—lInstitute of 


Accounting 
Leif Rode 


Columbia University—Graduate 
School of Business 
Stuart Fleischer 


Cornell University—Graduate School 
of Business and Public Administra- 
tion 

Roy F. Doolan 
Fordham University 
Daniel N. Ryan 

Hofstra College 

William Pavony 


Hunter College 
Pasquale J. Russo 


Iona College 
Walter H. Weber 


Ithaca College 
James O. Somerville 


Le Moyne College 
Thomas Cela 


Long Island University 
Gladys I. Smith 
Manhattan College 
David F. Rowe 
New York University—School of 
Commerce, Accounts, and Finance 
Michael Sanders 
New York University—Graduate 
School of Business Administration 
Martin Shames 
Niagara University 
Kenneth R. Glaser 
Pace College 
Joseph M. Chernow 
Queens College 
Warren Meuselbach 
St. Bonaventure University 
Neil Scognamiglio 
St. Francis College 
James McAllister 
St. John Fisher College 
James Lawler 
St. John’s University 
George J. Mavrakis 
Siena College 
Charles P. Carroll 
State University of New York— 
Harpur College 
Roberta Warner 
Syracuse University 
John C. Thomas 
University of Buffalo 
Arthur J. Tross 
University of Rochester 
Frances Shaver 
Utica College of Syracuse University 
George A. O'Hanlon 


i ol 


WY 


The award consists of a tie bar bearing the design of the Society's seal appropriately 
engraved, a scroll, and a one-year subscription to THE NEW York CERTIFIED PUBLIC 
ACCOUNTANT. It is granted annually to the member of the graduating class who has com 
pleted the registered accounting curriculum with the highest honors in accounting studies. 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


JANUARY 196] e@ 19 









ACCOUNTING SYSTEM 

































Direct 
Job. Labor Overhead Original 
No. Hours Amount Ameunt Estimate 
00062 2Zh20d $7228 26071 1436056 20435055 & 3200-00 
00075 1eTe2 426632 375044 312052 10116028 * 19450200 
00099 2203 51263 a2el2 “7.78 141.53 * 225200 
00101 6.8 19047 16035 62.68 116250 * 225200 
30340092 21 B9e22 10616077 79148091 * 10+300+00 
10059 174042 335080 * 500200 
456062 * 975200 
# 69250400 


30539084 













































00531 29161 
00557 1207 26037 19653 
00592 927% 29581666 29000078 10677244 69525088 129225200 
00670 Lee2le2 3eTS2eh2 20874038 20438032 92064082 * 24300400 
653-8 20264025 10768050 506050 eeS5ele3l * 8100200 
00822 o3409 1612035 Le2eTesd 10320093 518007% * 55925200 
00853 47920 Le2ebed? 932021 296036 2eeT5el6 @ 39275200 
00961 26-0 65-50 49015 145016 259081 * 500200 
01066 90le2 29385007 20167039 1963047 65515093 @ 99950200 
01128 woTe* 10199628 854052 677260 20931040 @ 29500+00 
01240 30007 786612 oa7e73 Teoel2 29181097 @ 4000-00 
01365 2909 Thes* 50023 265092 387259 * 975200 
0131 7805 166652 120019 43045 330015 * 575200 
01587 #lOe0l 1+060009 616036 986015 22866260 ® 79500400 
01623 593 15969) 110049 231280 502020 * 19125200 
01624 o2+68 147260 109467 207035 464068 * 975200 
01625 18765 450000 324075 519017 19299098 @ 220225400 
vleze 2012209 #9705e5* 30623047 29493048 102622049 #@ 31500+00 
01746 33303 896037 7TOlell 154055 20352003 e 10+200¢00 
0162) 1i2el 276-48 160230 127099 566677 * 10+200«00 
This i 01974 94600 20031058 10912026 19428057 $s772041 # 169100400 
isis a 02060 1207 28629 21040 25045 T5014 # 79200000 
; 15039509 390173043 299518045 2ovlTee2d 9608660009 © 
typical weekly ‘ ) ’ 2420725200 
job cost Cyerage Sabor (loerage C4 apie re 
tabulation. Ratt $2.55 (Ratt 75.37% (wh a jobs completed itis $14 659 
anafpered to Cott of Salt) : 


NOW you can h 
‘ have all th = 
fingertips . . . with record we details you need for full cost ac ’ 
lob Through the exclusive LITAX speed... and ata Aig studies at your 
Job Costs of MATERIAL see me ore. eipeiain pe serene 
go edge a single, easily read ee and BACKLOG accumulated 
a mana Pe , tom in i 
decisions can be sige oo are a ee ae customers. ormation, 
r than the information upon a — 
they rely. 


9 gh s ¢ os 
To find out how you can take advanta e of hi h peed cost a counting, call either office 


a i ° 
384 Clinton oe pi eaten nYTAB = C 
’ stead, New York ing orporation 


IVanhoe 1-9460 
386 Park Av 
Murray Hill Ve New York 16, N.Y. 











SUBSIDIARIES OF 





Nationwi 
wide Tabulating Corporatio 
84 Clinton Street, Hempstead, New York . 




















20 6 * 
- THE NEW YOR 
K CERTIFIED P 
. UBLIC ACCOUN ‘ 
TANT JANUARY 
JANUARY 1961 





PR 



























THE 


| PRESIDENT’S 


PAGE 








Committee Service 


Members of the Society, both in the Metropolitan 
Area and in the Chapters, should shortly receive invita- 
tions to apply for committee service for the coming year 
beginning June 1. 

In common with many others, I have found com- 
mittee work to be very stimulating, educational and 
rewarding in many respects. Friendships of long dura- 
tion have developed. Frequently professional and other 
beneficial relationships result. Talents, of which we may 
have been unaware, including the ability to teach, lec- 
ture, and write, are uncovered. 

Seventy committees in the Metropolitan Area, and 
1,100 members are serving the public and themselves 
through the Society. Corresponding opportunities are 
offered through fifty Chapter committees. Almost every 
member, at some time, can be afforded the opportunity 
to give of himself or herself. Necessarily, it is not always 
possible to place each applicant on the committee of his 
or her choice. 

The efficient workings of any committee require 
that some reasonable limit be placed on its numbers. 
And in the interest of continuity, generally, at least one- 
third of a committee is reappointed. Likewise, to permit 
adequate opportunity for others to serve, a policy of 
rotation is applied to those members who have served 
on a committee for several years. 

Every reasonable effort is made to place members 
who apply on some committee where their talents can 
be utilized, even if the committee of their choice is not 
available. In the comparatively few cases where no 
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appointment is available, members are specially encouraged to 
apply in the succeeding year so that appointments can then be 
made which were previously not possible. 

The Committee on Appointments devotes many full days A 
of solid consideration to analyze the requests, suggestions and 
recommendations of members, to the end that committees be Ww 
properly staffed. Having served on that Committee, as well as N 
on numerous others, as member and chairman, I have been on 
both the receiving and delivering end. This may permit me to Ss 
vouch for the care taken in making committee appointments 
and the resulting high caliber of members so designated. 

The Society is particularly anxious to encourage the active By 
participation of members in commerce and industry in com- 
mittee service. One of our committees has been energetically & 
emphasizing the mutual benefits of Society membership and at 
activity to CPA members in commerce and industry. A mem- mi: 
ber of that committee, Norbert Muench, was elected to the cir 
Society’s Board of Directors to fill the vacancy created by the bol 
death of F. W. Wulfing. Such members are particularly qualified sor 
to serve on numerous committees, including Management tim 
Advisory Services, Industry Committees, and many others ack 
presenting excellent professional opportunities. - 

The appointment of committee members, including com- ss 
mittee chairmen, affords to a cross section of Society membership a 
the opportunity to advance both the profession’s and _ their ia 
own interests. Members young and old, from firms small and ie 
large, partners, sole practitioners, staff members, educators, ses 
members in commerce, industry and in government service have to 
all served in the past and are all earnestly invited to continue. of 
I strongly urge the interest of our members in this stimulating, qui 
educational and rewarding activity. reg 

BENJAMIN GRUND, ia 
President AN 
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Accounting and Auditing Problems 





with Particular Reference to 
New Registrants with the 
Securities and Exchange Commission 


By ANDREW Barr, CPA 


Experience of the past two years 
at the Securities and Exchange Com- 
mission, recent events in accounting 
circles and some current literature, 
bolstered by specific suggestions from 
some of your members, indicate the 
timeliness of a discussion of certain 
accounting and auditing problems with 
particular emphasis on new registrants 
with the Commission.' Some of you 
may have attended briefing confer- 
ences on practice before the SEC at 
which the programs were largely di- 
rected to the legal profession. At these 
sessions one period has been devoted 
to accounting with a brief description 
of the Commission’s accounting re- 
quirements and some advice for new 
registrants and their professional ad- 





ANDREW BARR, CPA, of Illinois, is the 
Chief Accountant, Securities and Exchange 
Commission. Mr. Barr taught accounting at 
Yale University for twelve years and joined 
the staff of the SEC in 1938 and has served 
in various capacities with increasing respon- 
sibilities since then except for five years in 
the Army—1941-1946. This article is a 
paper presented at the November 1, 1960 
General Meeting of the Society. 





visers, who may have been contem- 
plating their first experience with a 
registration statement. Discussion of 
some of the problems which may arise 
in a new registration statement may be 
useful here. 


But, first, a few figures may be oi 
interest. For the fiscal year ended 
June 30, 1950, 496 registration state- 
ments were filed under the Securities 
Act of 1933. During that year the 
average staff in the Division of Cor- 
poration Finance—the division which 
processes these filings—was 194. Dur- 
ing the fiscal years 1958, 1959, and 
1960 there were, respectively, 913, 
1,226, and 1,628 registrations, and 
the corresponding average staff of the 
division was 167, 175, and 181. In 
ten years we see an increase in this 
work alone from two and one-half to 
nine registrations per staff member. 
Lest this statistic be misinterpreted, it 
should be observed that the same staff 
has been faced with an_ increasing 
volume in all aspects of its work, which 
includes proxy material, especially for 
corporate mergers, applications for 
listing on exchanges, annual and peri- 
odic reports, and in particular time- 
consuming investigations, stop order 


! The Securities and Exchange Commission, as a matter of policy, disclaims responsibility 
for any private publication by any of its employees. The views expressed herein are those of 
the author and do not necessarily reflect the views of the Commission or of the author's 


colleagues on the staff of the Commission. 
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proceedings and assistance to United 
States attorneys when matters reach a 
criminal reference stage. This situation 
has resulted in an increase in the 
median time from date of filing to 
effective date from 21 days in 1950 to 
24 in 1958, 28 in 1959, and 43 in 
1960. In the first quarter of this 
fiscal year, 393 registration statements 
were filed, being four less than last 
year, but the median time from filing 
date to effective date in this period 
was 58 days this year compared with 
35 days last year. This is the con- 
dition our chairman had in mind when 
he spoke to a workshop conference in 
Atlanta in August and said that “There 
have been serious budgetary difficulties 
within our own agency which have 
contributed materially to the situation 
in which we find ourselves and where 
we simply can no longer promise un- 
reservedly to conform our timetables 
to the demands of the underwriting 
industry.” 

For the benefit of those who have 
not had any SEC experience I should 
explain that in processing a registra- 
tion statement the staff examines the 
filing and prepares a letter of comment 
which is sent to the registrant. This 
letter contains suggestions for amend- 
ment of the filing by way of deletions, 
additional disclosures, correction of 
text or financial statements, and, in 
many cases, requests for supplemen- 
tary information. Although the staff 
has developed considerable skill in 
this process, the response to the first 
letter on a new company may raise 
new questions to be resolved before 
the statement may be permitted to be- 
come effective. Since a substantial 
part of the filings in the last two years 
was made up of new registrants with 
the Commission, it should be clear 
that the average processing time I have 
given was affected materially by these 
new registrants which required much 
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more time than for companies with 
prior filings with the Commission. 
Included among these new regis- 
trations are many filings for the sale of 
stock by the owners of closed corpora- 
tions, filings for a combination of such 
sales and raising of new capital for 
these corporations, and filings to raise 
capital for new promotional ventures. 
Many of these companies are served 
by local accountants with no previous 
experience with the SEC, and in many 
cases counsel for the registrant is also 
inexperienced in SEC procedure. 
These cases have a number of char- 
acteristics in common. It seems to the 
staff that all are filed barely within 
the ninety-day deadline for the finan- 
cial statements prescribed by the Act. 
This means that these statements are 
at the age limit when filed and of 
course are growing older during the 
examination process. Consequently, 
if the letter of comment is mailed at 
the end of thirty days and the amend- 
ment is filed in twenty days it can 
readily be seen that the latest finan- 
cial information will be stale as the 
financial statements may be six months 
old by the requested effective date. 
When such a situation is anticipated 
the staff usually will alert the regis- 
trant to the need for later statements. 
The alert independent accountant will 
suggest to his client that preparations 
be made in advance for immediate 
response to such a request. This is 
particularly important if the statements 
as originally filed include unaudited 
interim statements to a date near the 
close of a fiscal year. In this situa- 
tion preparations for the annual audit 
should be under way so that the 
amended registration statement can in- 
clude certified statements for the full 
year. This will eliminate the trouble- 
some interim period comparison of 
income statements in the summary of 
earnings. It should be noted that the 
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annual audit must be done anyway if 
the company will have an obligation 
to file annual reports under the Se- 
curities Exchange Act of 1934. If the 
audit is completed and year-end state- 
ments are included in the registra- 
tion statement, the filing of a report 
on Form 10-K would be deferred un- 
til the end of the following year. If 
you know that your client is con- 
sidering the possibility of a public 
offering some time in the future, it 
is important that current year-end au- 
dits be planned along generally ac- 
cepted standards without any limita- 
tions on the scope of the independent 
accountant’s work. 

Another frequent cause for delay 
is the tendency on the part of new re- 
gistrants and their accountants alike 
to insist that accounting, including tax 
accounting, which has served ade- 
quately for a successful private busi- 
ness is equally good when the com- 
pany “goes public.” This is a mis- 
take. Hours spent on insisting that 
our staff must accept the statements 
as presented not only delay the sub- 
ject filing but take reviewers’ valuable 
time from other cases. Some of the 
recurring subjects for debate are that 
all overhead, and sometimes even di- 
rect labor, may be omitted from in- 
ventory; that cash basis accounting is 
generally acceptable when inventories 
of goods for sale are not a factor; that 
dubious deferred charges must be re- 
tained in the balance sheet and amor- 
tized over excessively long periods in 
the future; and that since the company 
has never prepared consolidated state- 
ments before it need not do so now. 
This last point often brings out the 
need for recasting financial statements 
to a common fiscal closing date, par- 
ticularly in those situations in which 
a family group of companies is being 
put together preliminary to the public 
offering. Another frequent subject for 


discussion arises when a company 
which has had an initial public offer- 
ing under an exemption issues a stock 
dividend and urges that the minimum 
amount specified by statutory law 
rather than accepted accounting prac- 
tice governs the amount to be re- 
corded for the stock dividend. Many 
of these subjects are covered in author- 
itative literature, particularly state- 
ments by American Institute commit- 
tees and rules and decisions of the 
SEC. I regret to say that frequently 
much of this sort of discussion is ne- 
cessary only because the staff of the 
registrant and its accountants, except 
for tax law, are not up to date on this 
and other pertinent literature. It is 
clear that both parties must effect a 
change in thinking when the company 
goes to the public for financing. 

This change in attitude must ex- 
tend also to auditing, and to improve- 
ment of accounting and operating pro- 
cedures necessary for effective inter- 
nal control which will give confidence 
to the independent accountant in his 
work. It is not too surprising that 
many new companies with phenom- 
enal growth have not kept pace in 
their accounting work, but it is disturb- 
ing to find established companies 
which have engaged independent ac- 
countants for many years in no better 
position. Because of the unsatisfactory 
condition of the records, accountants 
in some cases have had to deny 
opinions and the staff of the Commis- 
sion has had to advise that in these 
circumstances the financial statements 
did not meet the requirements of the 
Act for certified statements. These 
are the extreme cases. 

Even for companies with adequate 
records first audits or first engagements 
requiring an unqualified certificate are 
common. In the latter cases the scope 
of prior audits has been restricted so 
that observation of inventory taking, 
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and in some cases confirmation of re- 
ceivables, is undertaken for the first 
time in the current engagement. By 
application of appropriate auditing pro- 
cedures to the earlier years it is usually 
possible to render an opinion. This 
problem was recognized in Account- 
ing Series Release No. 62 relating to 
opinions on summaries of earnings in 
a footnote which said: 


“It is recognized that some audit- 
ing procedures commonly applic- 
able in the examination of financial 
statements for the latest year for 
which a certified profit and loss 
statement is filed, such as the inde- 
pendent confirmation of accounts 
receivable or the observation of in- 
ventory-taking, are either imprac- 
ticable or impossible to perform with 
respect to the financial statements 
of the earlier years and, hence, 
would not be considered applicable 
in the circumstances.” 


Thus it is recognized by the SEC that 
if the accountant is satisfied by the re- 
sults of his alternative audit procedures 
he may certify without a qualifica- 
tion. Mr. Carman G. Blough reached 
the same conclusion in his column 
“Current Accounting & Auditing 
Problems” in THE JOURNAL OF AC- 
COUNTANCY for May 1953 and in a 
more extended discussion in March 
1956. However, as the latter discus- 
sion shows, many accountants feel 
that reference should be made in their 
certificate to this situation. This is 
usually done in an intermediate para- 
graph referred to in the scope of audit 
sentence in the first paragraph and 
usually, but not always, again in the 
opinion paragraph by way of explana- 
tion but not as an exception. If the ac- 
countant is not satisfied with the re- 
sults of his audit procedures he should 
not certify. Since the circumstances 


vary widely it is not possible to pre- 
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scribe a standard certificate to fit all 
cases. However, the following form 
of opinion covering the entire life of 
a company may be a useful example 
which can be altered to fit: 


OPINION OF INDEPENDENT 
CERTIFIED PUBLIC 
ACCOUNTANTS 


We have examined the consolidated 
balance sheet of 
and its wholly-owned subsidiary com- 
panies as of April 30, 19...... and the 
related statement of consolidated in- 
come and retained earnings and the 
summary of earnings for the three 
years then ended. Our examination 
was made in accordance with gener- 
ally accepted auditing standards, and 
accordingly included such tests of the 
accounting records and such other au- 
diting procedures as we considered ne- 
cessary in the circumstances, except 
as indicated in the following para- 
graph. 

We observed the physical inven- 
tories as of April 30, 19...... but did 
not observe the inventories as of April 
SO: 192... or 1S"... (hereinafter re- 
ferred to as the “earlier inventories”) 
inasmuch as these dates were prior to 
our engagement as auditors. We did, 
however, test-check the pricing and 
clerical accuracy of those inventories 
and also made such analytical and sta- 
tistical tests of related data as we 
deemed appropriate. As a result of 
these procedures, nothing came to our 
attention which would 
any significant adjustment should be 
made to the earlier inventories used in 
the computation of cost of goods sold 
for the three years ended April 30, 


In our opinion, the accompanying} 


consolidated balance sheet and the re- 
lated statement of consolidated income 
and retained earnings and the sum- 


mary of earnings present fairly the} 
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consolidated financial position of the 
companies at April 30, 19........ and 
the results of their operations for the 
three years then ended, in conformity 
with generally accepted accounting 
principles applied on a consistent basis. 


(Signature ) 


Before leaving the subject of cer- 
tificates, there is a problem when the 
financial statements do not agree with 
the books. Rule 2-02 of Regulation 
S-X recognizes this possibility. Para- 
graph (c) of the rule requires, among 
other things, that the accountant’s cer- 
tificate shall state clearly “(iii) the 
nature of, and the opinion of the ac- 
countant as to, any material differences 
between the accounting principles and 
practices reflected in the financial 
statements and those reflected in the 
accounts after the entry of adjust- 
ments for the period under review.” 
Application of this rule was made in 
a recent prospectus as follows: 


“The Company has consistently 
kept its books and filed its Federal 
income tax returns on the basis of 
excluding factory overhead from 
the work-in-process and _ finished 
product inventories. The accom- 
panying financial statements have 
been prepared on the basis of in- 
cluding factory overhead in these 
inventories (a change in which we 
concur) and a reserve has been pro- 
vided for Federal income taxes at- 
tributable to this adjustment.” 


This was followed by the standard 
opinion paragraph. Further comments 
on this subject and other matters 
which arise in our review of finan- 
cial statements may be found in a 
paper published in THE NEW YORK 
CERTIFIED PUBLIC ACCOUNTANT for 
October 1957. 
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The foregoing remarks provide a 
background for a discussion of the 
competitive problem of the small firm 
or local practitioner versus the large 
national firm. Mr. J. S. Seidman, the 
immediate past president of the Amer- 
ican Institute of Certified Public Ac- 
countants, used a page in the July- 
August 1960 CPA to talk to his fellow 
members on the topic “Minimizing 
Displacement on Engagements.” Four 
papers presented at the Institute meet- 
ing in Philadelphia were devoted to 
aspects of this problem, presumably 
at Mr. Seidman’s suggestion. Three 
of these papers are closely related: 
“Correspondent Engagements—an Un- 
tapped Source of Opportunity for 
CPAs,” by E. C. Leonard, Jr.; “Ethics 
of Correspondent Engagements and 
Referrals,” by John R. Ring; and “The 
Audit of a Nationwide Company Now 
Performed by Local Firms”’—this is 
a case study on how to do it presen- 
ted by A. H. Puder. The fourth paper, 
by Leslie A. Heath, is entitled “An 
Ounce of Prevention—Means Dollars 
to You or Your Estate.” This is a 
warning to single practitioners and 
very small partnerships. 1 mention 
it because we recently had a case in 
which the financial statements were 
certified by a single practitioner who 
died suddenly and left no one to carry 
on for him. This is a.situation which 
should not arise in any case and par- 
ticularly in a public company and 
probably could have been avoided by 
proper planning. 

Displacement of the small local ac- 
countant by the large national firm 
does happen. This may be for at least 
four reasons, possibly more. Four 
reasons are: first, the client may 
realize that the small firm has not 
been rendering auditing services of the 
standard required for a certificate and 
feels that the local accountant is not 
qualified because of limited staff or 
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other reasons to do so; second, the 
local practitioner may not wish to as- 
sume the liabilities of a certification in 
connection with a public offering of 
securities; third, the underwriters may 
prefer a national firm, especially when 
the securities are to be sold outside the 
area where the local practitioner is 
known; and fourth, although willing 
and able to do the work, the local 
accountant may not be independent 
under the rules of the Commission. 

In the first instance the client would 
be right if his local accountant tended 
to limit his practice to bookkeeping 
and tax service and failed to develop 
his own capabilities as his client grew. 
I recall one situation of this kind in 
which the company entered a period 
of rapid expansion by opening at new 
locations. The accountant here con- 
ceded that his firm did not have the 
capacity to render adequate service 
and felt that he had no means of ex- 
panding to cope with the situation. 
A national firm of accountants took 
over. 

Another example fits my second 
case. An accountant who confined 
his practice to bookkeeping service 
and tax work in his local community 
had a client which registered with 
the Commission. A competent job was 
done on the financial statements, a 
satisfactory amendment having been 
filed after a telephone discussion of 
items in the letter of comment. But 
in this case I learned that the ac- 
countant did not want another regis- 
tration—life would be easier without 
expanding his practice in this field. In 
contrast to this attitude we have ob- 
served that some local practitioners 
do not realize the seriousness of the 
obligation they are assuming when they 
undertake to certify financial state- 
ments for a registration statement. 

The problem of the underwriter is 
the one of particular concern to Mr. 
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Seidman and which comes to our at- 
tention from time to time. In many 
of these cases the underwriter has no 
alternative. The filing may be for a 
newly organized company to take over 
a group of affiliated companies which 
have never had an audit on which an 
opinion could be based. The under- 
writer’s investigation convinces him 
that only a large firm with adequate 
staff immediately available can do the 
work in time and in good form to 
avoid unnecessary delay. Even in this 
case the local accountant may per- 
form services in organizing material, 
developing schedules, and doing other 
accounting work which will reduce 
audit time. I know of cases of this 
kind in which the national firm has 
certified the statements for registra- 
tion purposes but the small firm has 
been retained to continue on cost and 
tax work and later resumed the audit 
for annual reporting purposes. 


I suppose the most distressing prob- 
lem for the small firm is to meet the 
challenge of the underwriter that he is 
not competent to do the audit required 
for a certificate for the client he has 
served for many years while it grew 
up from a small family enterprise to a 
leading business in the community. 
Here the small practitioner with no 
SEC experience can get advice in many 
cases from the large firms which ren- 
der consulting service. The accountant 
can also get help from the staff of the 
Commission, and he should not feel 
that this avenue is closed to him. I 
have seen instances where I felt that 
the accountant was reluctant to admit 
to his client that he was not an ex- 
pert in SEC work and stayed away 
from a conference with us for this 
reason. Telling your client that you 
know where to get help when you need 
it and that you can do the job may 
avoid a displacement. I have seen it 
done. Experienced firms with large 
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clients do not hesitate to arrange con- 
ferences before filing when new or un- 
usual problems are believed to be 
present. Clarification in a conference 
before filing of the accounting prin- 
ciples involved or the manner of com- 
pliance with the requirements as to 
financial statements in a complex or 
borderline case will save time in meet- 
ing a schedule when time is the most 
important. 


The fourth cause of displacement, 
lack of independence, can be avoided 
only by looking ahead. Local prac- 
titioners as a group seem to feel that 
the SEC is out of their lives and al- 
ways will be. In the flood of registra- 
tion statements of the last two and 
a half years we have seen many names 
of accountants we never heard of be- 
fore and we had never heard of their 
clients before either. I do not have 
any more recent statistics than those 
I used at the Institute meeting in 1957 
when I reported that in a list of 3,072 
filings on Form 10-K for 1955 and 
1956 there were 558 different ac- 
counting firms of which 384 each certi- 
fied to only one statement, 77 firms 
each certified to two statements, and 
only the top ten firms each certified 
to more than 25 statements, as had 
been the case ten years earlier. While 
it is undoubtedly true that the big 
get bigger, there is plenty of evidence 
that with the growth of small com- 
panies into public companies small ac- 
counting firms in substantial numbers 
do follow their clients into the new 
area of practice. So my suggestion 
here is to get acqainted with the rules 
that may affect you before they de- 
prive you of the client you have raised 
from infancy. 


Despite discussion of this topic of 
independence at every opportunity I 
have, the frequency of inquiries to my 
Office indicates that repetition will do 
no harm and may serve to alert some 
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accountants to unsuspected dangers 
from conflicts of interest. The Com- 
mission’s rule relating to qualifications 
of accountants is Rule 2-01 of Regula- 
tion S-X. This is the regulation which 
prescribes the form and content of 
financial statements for most purposes 
under the Securities Act of 1933, Se- 
curities Exchange Act of 1934, Public 
Utility Holding Company Act of 1935, 
and the Investment Company Act of 
1940. The forms prescribed under 
these Acts contain instructions as to 
what financial statements to file, i. e., 
what dates and periods, whether par- 
ent company, consolidated, group or 
other combination of statements. 

Since we have been receiving a 
number of inquiries as to who can 
certify statements for filing with the 
Commission, I quote paragraph (a) 
of the rule: 


“(a) The Commission will not 
recognize any person as a certified 
public accountant who is not duly 
registered and in good standing as 
such under the laws of the place of 
his residence or principal office. The 
Commission will not recognize any 
person as a public accountant who 
is not in good standing and en- 
titled to practice as such under the 
laws of his residence or principal 
office.” 


To aid us in administering this part 
of the rule my office attempts to keep 
a current file of accountants author- 
ized to practice in the several states. 
Some states publish such lists for all 
licensed or registered accountants, 
both certified and not certified. State 
societies of CPAs cooperate by fur- 
nishing copies of directories as they 
are published. And of course the 
American Institute’s directory is avail- 
able. If the certifying accountant new 
to us cannot be identified in this way, 
we ask for evidence of his qualification 









to practice. In a few cases state boards 
have challenged the accountant’s right 
to certify. Where after review of the 
facts the accountants were found not 
to be properly qualified, the registrants 
were requested to furnish financial 
statements certified by qualified ac- 
countants. 

In a recent stop order opinion the 
Commission noted that one of the ac- 
countants involved, who was practic- 
ing alone, had used the words “and 
Company” although this is prohibited 
under New York law (Cornucopia 
Gold Mines, Securities Act Release 
No. 6339, August 11, 1960). There 
is a similar prohibition in the Amer- 
ican Institute’s Rules of Professional 
Conduct and in the rules of some of 
the states, including Ohio. To imply 
that an individual practitioner has 
partners is misleading—more so to- 
day than a generation ago when it 
was not quite so hard for a profes- 
sional man to keep abreast of what 
is going on in his profession. 

Paragraph (b) of Rule 2-01 is: 

“The Commission will not recog- 
nize any certified public account- 
ant or public accountant as inde- 
pendent who is not in fact indepen- 
dent. For example, an accountant 
will be considered not independent 
with respect to any person or any of 
its parents or subsidiaries in whom 
he has, or had during the period of 
report, any direct financial interest 
or any material indirect financial in- 
terest; or with whom he is, or was 

during such period, connected as a 

promoter, underwriter, voting trus- 

tee, director, officer, or employee.” 


This is a point the experienced under- 
writers will check early in the negotia- 
tions for the issue of securities. The 
inexperienced accountant may hear of 
our rules for the first time from this 
It would, of course, have 


source. 
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been better if he had read our regula- 
tions and, if he found a possible con- 
flict, consulted with us as to whether 
anything could be done to cure the 
situation and avoid embarrassment. In 
Accounting Series Release No. 81 we 
listed some cases of possible conflict 
of interest but upon examination found 
that the accountants could be deemed 
independent, sometimes conditioned 
on certain actions being taken. I sup- 
pose it is not necessary to recite in 
detail the efforts of the American 
Institute to amend its Rule 13 to bring 
it more nearly into agreement with the 
SEC rule. A discussion of the SEC 
rule may be found in THE JOURNAL OF 
ACCOUNTANCY for October 1959, so 
I need not go into further detail here. 
Paragraph (c) of Rule 2-01 says: 
“(c) In determining whether an 
accountant may in fact be not in- 
dependent with respect to a par- 
ticular person, the Commission will 
give appropriate consideration to all 
relevant circumstances, including 
evidence bearing on all relationships 
between the accountant and that 
person or any affiliate thereof, and 
will not confine itself to the relation- 
ships existing in connection with the 
filing of reports with the Commis- 
sion.” 


It is under this paragraph that all 
types of conilicts of interest other than 
those specifically stated in (b) may be 
consideved in determining whether an 
accountant is not independent. The 
most common of these perhaps is the 
bookkeeping situation which does pre- 
sent problems for the small firm. As 
Release 81 indicates, we have made 
exceptions here for emergency serv- 
ices, but our experience shows that 
continuous bookkeeping service may 
cause the accountant to become too 
closely identified, even in his own 
thinking, with the management. This 
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is a danger that must be guarded 
against in the popular demand for ex- 
pansion of managerial services. 

I do not want to leave the impres- 
sion that it is only the small firm that 
has problems under our independence 
rule. Many small firms, in their own 
practices, have observed rules similar 
to those of the SEC. Large firms have 
problems when they obtain new clients 
or their old clients expand by the 
merger route or the accounting firms 
expand by merger. Elimination of con- 
flicting interests must be made. 

It should be clear that a familiarity 
with the Commission’s regulations is 
necessary for all practitioners. We 
have observed that the small firm is 
inclined to furnish excessive detail in 
financial statements and that there is 
a tendency on the part of larger firms 
to be over-zealous in the simplification 
of statements and to be generous in 
the application of the materiality 
test. And we encounter from time to 
time a lack of clarity in notes which 
skeptics might suspect was intended. 
The use of prose when tables would 
make the disclosure crystal clear is a 
common example. 

Exempt offerings of not in excess of 
$300,000 under Regulation A should 
not be overlooked in a discussion of 
this kind. It should be sufficient, how- 
ever, at this time to say that we do not 
have two standards of independence, 
of auditing or of accounting principles. 
Although the financial statements for 
this purpose are not required to be 
certified, if they are certified the ac- 


countant must be independent and the 
audit must be made in accordance with 
generally accepted standards. In short, 
the accountant should use the same 
care as he would for what is usually 
referred to as a full registration. Gen- 
erally accepted accounting principles 
govern in all cases—certified or not 
certified. Regulation A may be only 
the first venture into public financing. 
A good start here will make a full 
registration easier when it comes. 

May I conclude with a few sug- 
gestions as to procedure, particularly 
in complicated cases. First study the 
requirements of the form on which the 
registration is to be made. Fit your 
facts to the instructions as to financial 
statements. If the result seems to you 
to be an excessive and confusing col- 
lection of statements, try to develop 
a solution which will produce a bet- 
ter and more useful presentation. Now 
note that there is an instruction which 
permits either the registrant or the 
Commission to propose a substitute 
for the literal application of the spe- 
cific instructions. At this point you 
should apply this rule by working out 
a solution and then consulting with 
the staff either by telephone, letter or 
conference before filing. If the facts 
change as you approach the filing date, 
a recheck before printing the financial 
statements for the registration may be 
advisable. The result should be a sav- 
ing in expense for your client and in 
the long run a saving in time for you 
and the staff of the Commission. 
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Annual Report of Charitable 


Organizations to the New York 
State Department of Social 
Welfare—Current Developments 


By BERNARD PERLMAN 


Form CR-131, required under New York State Law to be filed 
by welfare organizations with the N. Y. State Department of 
Social Welfare, raises certain compliance problems for account- 
ants. “These problems have been discussed with Department offi- 
cials by representatives of our Society and others, and some 
amelioration has already been achieved. This article, by a major 
official, the Chief, Charities Registration, presents a current 
interpretation of the requirements of the form for the guidance 
of accountants. Attention is directed to a Letter to the Editor 
commenting on accounting problems not resolved by the author. 


The New York State program re- 
quiring charitable organizations which 
solicit in New York State to report to 
the New York State Department of 
Social Welfare is now five and a half 
years old and in that period reports 
have been filed by over six thousand 
organizations. During this time the 
Department of Social Welfare has re- 
vised its reporting form three times in 
order to best meet the needs of both 
the charitable organizations and the 
independent public accountants whose 
opinions must be attached thereto by 
law. Currently the Department of So- 
cial Welfare prescribes a form which 
was revised in November of 1959. 





BERNARD PERLMAN is an_ attorney 
practicing in New York City. In addition 
to his law degree he holds a BBA (Account- 
ing) from the City College of New York. 
At the time this article was written Mr. 
Perlman was Chief of the Charities Reg- 
istration Bureau of the New York State 
Dept. of Social Welfare. 






This form, CR-131 which is green in 
color, is utilized for all charitable or- 
ganizations registered under the law 
and who intend to or receive contribu- 
tions in excess of $25,000. in a fiscal 
year or if they pay someone for per- 
forming a fund raising service. In ad- 
dition to said form, a new short form 
annual report, form CR-131A, is in 
the process of adoption and should be 
out concurrently with the publication 
of this article. This latter form is to 
be used by organizations which receive 
between $10,000. and $25,000. in con- 
tributions during a fiscal year and pay 
no one for performing a fund raising 
service. However, it is optional with 
the organization to file the longer form 
report if they wish. Only the CR-131 
requires the opinion of an independent 
public accountant, the shorter form, 
CR-131A, merely requires certification 
by two named officers. 

This article will not deal with the 
problems involved with the short form 
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since that has not been in use as yet 
to any great extent and should not 
give the accounting profession the 
problems which it has experienced in 
the past with the form CR-131. 

Those who are not familiar with the 
article written by Max Wasser which 
appeared in THE NEW YorK CERTIFIED 
PUBLIC ACCOUNTANT issue of Decem- 
ber 1956 entitled “New York State So- 
cial Welfare Department Reporting 
Requirements for Charitable Organiza- 
tions” should take the opportunity of 
reading it since it is being used as a 
base for this paper. That will give you 
a short history of the first and second 
report forms used by this Department 
and the problems which were involved 
in the adoption of not only the form 
but the working principles now used 
by this office. 

Form CR-131 currently in use was 
devised primarily for two purposes, 
first to provide the lay reader with a 
short concise standardized picture of 
the current operations of the organiza- 
tion reporting, and secondly to provide 
in a logical form a report which can 
be completed easily by the organiza- 
tions in accord with the requirements 
of the program. The uppermost consid- 
eration is always to accomplish the 
first purpose. The form was therefore 
re-designed to provide on page 1 a 
combined condensed operating state- 
ment for the fiscal year. The items in 
the statement are to be supported by 
various schedules on pages 2 and 3 
when these schedules are thought 
necessary. The wording of the inde- 
pendent public accountant’s opinion 
on page 3 had been discussed with The 
New York State Society of Certified 
Public Accountants and adopted after 
such discussion in conformity with the 
requirements of the law (Section 482B 
of the Social Welfare Law). Page 4 
of the form is merely an informational 
Statement concerning various aspects 
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of the operation of the charitable or- 
ganization in connection with both its 
fund raising campaign and any changes 
made since the time of the last report. 
In addition there is provided a section 
entitled “Statement of Services Ren- 
dered” for the organization to report 
in a narrative form, the quantity and 
nature of the services which it is ren- 
dering and which it is requesting the 
public to support. 


There was general agreement that 
it would be impractical and an almost 
impossible task to mandate a uniform 
system of accounts to be maintained 
by each agency required to report. As 
the statute was drawn using the Secur- 
ities Exchange Act as a model, the ex- 
perience of that agency in securing 
co-operative action convinced the Leg- 
islature that specifying the form and 
content of the financial statement would 
eventually accomplish more. 

Taking the annual report form (see 
figures 1, 2, and 3), let us review each 
Item as listed to indicate the require- 
ments, principle and language used: 


A. Contributions—This word is de- 
fined in the statute in section 481-2 of 
the Social Welfare Law as “The 
promise or grant of any money or 
property of any kind of value except 
payments by members of an organiza- 
tion for membership fees, dues, fines 
or assessments, or for services ren- 
dered to individual members, if mem- 
bership in such organization confers 
a bona fide right, privilege, professional 
standing, honor or other direct bene- 
fit, other than the right to vote, elect 
officers, or hold office, and accept 
money or property received from any 
governmental authority.” From this 
definition it can readily be seen that 
any money which is not earned either 
through a service performed or from 
the use of money would be construed 
as a contribution. This item is rather 
carefully detailed in Schedule No. 1 on 











page 2 concerning the location of the 
area from which the funds are derived, 
the type of drive, the purpose for 
which they are solicited, the dates of 
drives, and to indicate contributions 
from each drive and the fund raising 
expenses applicable thereto. In addi- 
tion to the drive and type of contribu- 
tion there is also included in the Sched- 
ule income from legacies and bequests, 
Community Chests and affiliated fund 
raising organizations, grants from 
foundation, receipts from prior years’ 
pledges and donated merchandise ex- 
cept marketable securities. 

Marketable securities are considered 
as cash and entered in that line on 
Schedule 1. The. entire Item must be 
reported on a cash basis since we will 
not accept accruals of contributions 
receivable but require that it be in- 
cluded when legal title of the asset is 
transferred. However, allocations re- 
ceived from the Community Chest or 
United Fund which are not physically 
in the possession of the organization 
may be entered if legal title has vested. 
Contributions, which must be returned 
in the event a future contingency does 
not occur, are to be reported when re- 
ceived not when said condition is 
fulfilled. 

Donated merchandise creates a prob- 
lem of some magnitude. Where such 
merchandise has readily ascertainable 
market value there is no difficulty. 
However in many instances the mer- 
chandise does not have a market value 
which can readily be determined by 
the accountant. Therefore an estimate 
based upon past experience or logical 
comparison must be used. Over-esti- 
mation of this item will reduce the 
related percentage of fund raising costs 
of the organization so that there is a 
tendency by certain agencies to raise 
the value of these assets. If the market 
value determination can be justified 
with an acceptable appraisal the De- 
partment will have no objection. 
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B. Investments—-Little difficulty is 
experienced with this item since it is 
one which is common. What is re- 
quired is the reporting of bank inter- 
est, dividends, bond interest, etc. This 
can be done on an accrual basis if 
the books of the organization are so 
kept. There is no need to provide a 
supporting schedule as it is felt that 
detailed information would be of little 
interest or value. 


C. Earnings — Here should be 
placed on an accrual or cash basis, 
whichever is pertinent, the income or 
receipts obtained by providing a serv- 
ice to another party. For example; the 
sale of a publication, the rental of 
space, or the receipt of dues in return 
for which the payor will obtain a 
vested private profit such as the right 
to use a swimming pool, a professional 
honor, etc. It does not include dues 
income which is primarily given to the 
organization in order to support the 
work it is doing. If this is the reason 
for the person paying his or her dues 
then in reality he or she is giving a 
contribution to the organization and 
the receipt should be reported in that 
particular Item. 


D. Net Income Resulting from Re- 
tail Sales of Items in Our Controlled 
Programs For Handicapped Persons— 
A special situation is covered for an 
organization which maintains what is 
known as a “sheltered workshop”. 
That is, the organization hires handi- 
capped persons to produce various 
commercial items which it then sells 
on a retail basis. When this occurs 
the net proceeds from the retail sales 
are to be reported here and Schedule 
2 must be completed to show not only 
the income and cost of such operation 
but also a breakdown by the number 
of handicapped and non-handicapped 
production workers and handicapped 
and non-handicapped sales personnel. 
This Schedule shows any interested 
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contributor whether or not the handi- 
capped person for whom the “shel- 
tered workshop” is established is ac- 
tually benefitting from the operation 
to the extent that he or she should. 
It is extremely important that if such 
schedule is completed the number of 
persons involved in each operation by 
category and/or disability be entered. 


E. Other—This is the catch-all 
item for income or other receipts which 
are not includable in the other four 
items mentioned above. It would be 
available for the unusual transactions 
such as Loans Received for a cash 
basis organization, Sales of Securities 
for the same type of organization, 
Gain or Loss on the Sale of Securities 
for organizations reporting on an ac- 
crual basis, Governmental Subsidies or 
Special Grants, and any other income 
or receipt which would not fall within 
the four previously mentioned cate- 
gories. 


F. Providing the Specific Services 
for Which We Are Formed—The ex- 
penditures and disbursements which 
the organization incurred in providing 
the services for which it was formed 
are to be reported here. A hospital 
would report not only the cost of main- 
taining the hospital but also the cost 
of its research program, a research 
agency would report the cost of pre- 
paring and publishing certain infor- 
mation in addition to its actual re- 
search costs. The great difficulty arises 
when a distinction is to be made 
between this and Item H which really 
deals with administrative expenses. If 
the expenditure is made to further the 
service which the organization must 
perform in order to exist and which 
fosters the purposes set forth in its 
articles of association or certificate of 
incorporation then it is entered here. 
However, if the monies are expended 
or disbursed to control the organiza- 
tion through record keeping, policy di- 


rection, etc., it is to be reported at 
Item H. While there is no supporting 
schedule provided for this Item on 
page 2 and 3 it must be substantiated 
in the narrative explanation on page 4 
under “Statement of Services Ren- 
dered”. This explanation should at 
least be consistent with the amount of 
money spent by the organization and 
entered in Item F. 


G. Grants or Distributions to Mem- 
ber or Recipient Organizations—This 
creates no problem for it deals with 
funds which are given or granted to 
another charitable organization. The 
details of the gifts are to be shown in 
Schedule 4. Some misunderstanding 
has been prevalent concerning distri- 
butions to independent chapters, state 
or national affiliates, all of which 
should be included on this line in the 
same manner as other grants and gifts. 


H. Managing and Directing The Or- 
ganization’s Affairs (salaries and other 
expenses)—-New terminology is util- 
ized to distinguish what was called 
“administrative expense.” Actually it is 
not an “administrative expense” it is 
the managerial expense cost of operat- 
ing an organization as it encompasses 
the cost of keeping records, the cost 
of business management, budgeting, 
Board activities, etc. Remember that 
if an organization is established to ad- 
minister other organizations there must 
be a distinction made between adminis- 
tering its own affairs and providing a 
service of administering others. 


I. Raising Contributions—This is 
the cost incurred by the organization in 
obtaining the contributed income it 
needs to operate. Not only must direct 
costs be included but also a portion of 
all other costs which can be allocated 
to this function. That would include 
not only the postage, stationery, and 
clerical time utilized in a mail cam- 
paign but also all costs incurred in 
planning, make up and approving such 
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fund raising campaign. Problems do 
arise when organizations attempt not 
only to raise funds but also to educate 
the public at the same time. As money 
must first be obtained in order to carry 
out any program we consider the fund 
raising function paramount. 


J. The Purchase of Building and 
Equipment—This is in reality capital 
expenses but the terminology was 
adopted primarily to make it simpler 
and understandable to a lay person. 
We will accept any basis upon which 
an organization handles this item, that 
is if it writes off small capital expenses 
as current expenses that is acceptable, 
similarly if it wishes to capitalize such 
expenses and enter it into Item J we 
will also accept that method. 

We merely request that if items are 
capitalized and included here that they 
be detailed in Schedule 6. The cost of 
these capital goods are to be reported 
in the year of purchase. These are 
not considered to be a transfer of assets 
from one form to another, for the pur- 
chases are to be regarded as expenses 
and/or expenditures in the year made. 
The disallowance of depreciation fol- 
lows the same principle. 


K. Other—Another catch-all item 
this time to cover expenditures which 
are not includable in the other five 
listed. Here can be included such 
items as Refunds, Loss From a Sale of 
Securities for an accrual organization, 
Bad Debts written off, etc. 

Balance: Finally we obtain a bal- 
ance available from year’s operations. 
This balance will not reflect charges 
for depreciation or to a reserve for bad 
debts. It will be modified cash balance 
and will include restricted and unre- 
stricted funds. We have done away 
with a separate schedule for restricted 
funds for if funds are restricted and the 
organization wishes to so indicate it 
can at the bottom of page 1 when it 
explains the balance left at the end of 
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the year’s operations. This has proved 
perfectly satisfactory to most organ- 
izations and provided a much simpler 
method of showing the restrictions on 
the income. The explanation of the 
balance is not a part of the financial 
statement covered by the independent 
public accountant’s opinion. The rea- 
son for this is that we expect to see 
policy statements here which are not 
properly within the province of the 
public accountant’s opinion. That is if 
an organization indicates that it is re- 
taining funds in order to apply it to 
the next year’s operations we cannot 
expect an accountant to give his opin- 
ion as to the proper future use of such 
retained funds. Also to be noted is the 
fact that depreciation is not to be re- 
ported nor is a reserve for bad debts 
charge. This is not in accord with 
some of the published thinking on the 
subject which has taken the position 
that either method is acceptable. How- 
ever the allowance of depreciation as a 
charge on the current year’s operations 
makes the contributor pay twice for 
the capital good. Unless there is a 
monetary sinking fund provided for 
depreciation the charge is merely one 
which provides the organization’s 
management with some indicia of the 
cost of operation. Since most organ- 
izations will raise money separately 
for large capital items and not utilize 
their current funds, when a deprecia- 
tion charge is included on the state- 
ment it must be a charge on income, 
which we presume is the contributed 
income, and so the giver “pays” twice. 
A reserve for bad debts is again only 
an estimated expenditure and is one 
which should not be charged to the 
contributor of the year in which it is 
established. Since it is a charge against 
future income we do not see how the 
contributor for the year of the report 
should be required to make up the 
deficiency. The actual writing off of 
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bad debts is permitted on the CR-131 
since the act is taken in the year in- 
volved. Along the same lines is the 
inclusion of purchase discount as in- 
come. Actually this only inflates the 
income and expenditures of the organ- 
ization and achieves no salutory result. 
As many organizations utilize this ac- 
count on their books, and since it 
normally involves a very minor amount 
its placement on the Form CR-131 is 
not questioned. 

Due to the fact that there have not 
been established acceptable accounting 
principles for non-profit organizations 
our task has been tremendously diffi- 
cult. We have found that charitable 
organizations take many different views 
in reporting their activities. What has 
been attempted is to standardize a re- 
port as much as possible without re- 
quiring a complete revamping of any 
bookkeeping system. Frankly there 
has been endeavored the establishment 
of a report form which can be judged 
as a standard. Thus a contributor can 
compare a report filed here by a hos- 
pital with that filed here by a boy 
scout council. Frankly unless he is a 
trained accountant and has the time 
available to do so, I doubt very much 
if he could obtain any comparison 
such as this from the printed reports 
voluntarily furnished by these organ- 
izations. 

This office and the Department have 
always worked with The N. Y. State 
CPA Society in formulating not only 
the reporting forms but also the lan- 
guage and requirements of the statute. 
Such relationship in the past has been 
extremely harmonious and we expect 
that it will continue to be so. As each 
new revision of the form is released 
we have found a more general accept- 
ance by not only the accounting pro- 








fession but by the charitable organ- 
izations themselves. New York State 
as a result has become a leader in this 
field for the statutory program admin- 
istered here is broader than that in 
any other with the possible exception 
of the Internal Revenue Service. Our 
compact centralized operation has 
been relied upon by contributors not 
only in New York State but throughout 
the nation and overseas. The requests 
received monthly by this office come 
from as diverse a source as a local 
Chamber of Commerce in New York 
State and a Rotary Club in Australia. 
The figures released annually as to the 
statistical findings taken from the re- 
ports have become a source of valuable 
information to many persons. The 
program and its findings have caused 
an upsurgence of interest in the field 
and are presently providing a body of 
study for many groups interested in 
achieving a degree of uniformity and a 
standard of high ethics. It has already 
resulted in a statement of principles by 
the Los Angeles County Society of 
Certified Public Accountants and an 
extremely valuable brochure by Louis 
Englander entitled “Accounting Prin- 
ciples and Procedures of Philanthropic 
Institutions”. It is hoped that as the 
desire for uniform accounting prin- 
ciples and practices grows that there 
will be adopted and utilized many of 
the practices and standards established 
by New York State in its current pro- 
gram. It is also hoped that in the future 
such principles will be evolved through 
the cooperation of all interested 


groups; the charitable organizations, 
the accounting profession, the organ- 
izations which report on the value of 
the soliciting group, and the local, 
State and Federal governmental agen- 
cies which deal with them. 
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Examinations of Consumer 


Finance Companies 


By THOMAS A. HAEUSSLER, CPA 


A great deal of attention is being 
given to the tremendous expansion in 
the use of credit by American con- 
sumers. As the use of consumer credit 
has grown, so have the businesses 
which supply the credit—the per- 
sonal credit departments of commer- 
cial banks, sales finance companies, 
small loan companies, etc. The de- 
mand for independent auditors who 
are knowledgeable in this industry has 
increased correspondingly. 

Our concern here is with the com- 
panies whose business is primarily the 
making of small loans. These com- 
panies operate under the small loan 
laws of the respective states in which 
their branches are located. The laws 
vary somewhat from state to state, but 
all are rather restrictive in their provi- 
sions. The laws set forth, among other 
things, the maximum interest rates, 
the maximum amount that may be 
loaned to one customer, and the types 
of security permissible. Maximum 
loan amounts vary from $200 in some 
states to $5,000 in others. Interest 
rates are generally on a sliding scale 
depending upon the size of the loan. 





THOMAS A. HAEUSSLER, CPA, is now 
Controller, Emery Industries, Inc. and was 
formerly a Manager with Lybrand, Ross 
Bros. & Montgomery, certified public ac- 
countants, Cincinnatti office. 
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For example, in Ohio the maximum 
interest rate on small loans is three 
percent per month on the first $150, 
two percent per month on the next 
$150 and eight percent per annum 
on amounts over $300 to $1,000. 
The loans may be secured by chattel 
mortgages on household goods, auto- 
mobiles, farm equipment, _ trailers, 
boats, etc., and by wage assignments 
or they may be unsecured signature 
loans. The loans may also have the 
signature of a co-maker on the note. 

The small loan companies operate 
through a number of branch offices. 
These branches may have more than 
one corporation operating within the 
office, and a number of the branches 
may themselves be separate subsidiary 
corporations. The larger companies 
operate through hundreds of branch 
offices and a correspondingly large 
number of corporations. 

Small loan companies may also have 
licenses to buy sales finance contracts 
and to make wholesale or floor plan 
loans to dealers. Sales finance com- 
panies may also have licenses to make 
small loans. The differentiation gen- 
erally made between the two types of 
companies is on the basis of the com- 
pany’s major activity, e.g., small loan 
companies derive most of their income 
from small loans and a lesser amount 
from their sales finance business. 
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In the following paragraphs certain 
accounting and auditing problems pe- 
culiar to the typical small loan busi- 
ness are considered in the order in 
which they are encountered in the 
financial statements. 

Cash: The cash accounts in a small 
loan company are quite numerous, as 
they are in any chain operation. There 
will be at least one fund of cash on 
hand and one bank account in each 
branch office. There may be more if 
more than one corporation is oper- 
ating in the branches. Also, there will 
be petty cash funds and operating 
bank accounts in the home office and 
inactive bank accounts in which recip- 
rocal balances on bank lines of credit 
are maintained. 

A large amount of audit time can be 
spent on the examination of these 
accounts with little justification, since 
the cash in the branch and home office 
bank accounts generally is a rela- 
tively small part of the company’s total 
assets. The time required to examine 
the cash accounts can be materially 
reduced, provided internal check and 
control is satisfactory, through exam- 
ining selected accounts on a test basis, 
and reviewing the company’s recon- 
ciliations on the others. 

Loans receivable: The majority of 
small loans are made to persons in the 
lower income groups. These people 
are generally unfamiliar with business 
customs; specifically, they are unfa- 
miliar with requests for confirmation 
from independent auditors. As a re- 
sult, if positive type confirmation 
requests are mailed, the response is 
highly unsatisfactory. The debtors 
either do not understand the request 
heing made of them or do not care to 
exert themselves sufficiently to return 
the confirmation form. It is, there- 
fore, a waste of effort to use positive 
type requests. The better policy is to 





send negative type requests to a larger 
number of debtors. 

The confirmation request form 
should state as clearly and simply as 
possible the request that is being 
made. The client’s name must be 
prominently displayed or the cus- 
tomer frequently becomes confused 
and thinks his account is with the au- 
diting firm. A statement to the effect 
that the letter is not a request for 
payment should also be shown promi- 
nently. 

The investigation of the confirma- 
tions returned with differences reported 
by the customer, those returned by 
the post office, and of accounts on 
which the customer has requested that 
no mail be sent is very difficult for the 
auditor since the records and custom- 
ers are, in general, widely spread 
geographically. The cost of the inves- 
tigation of these accounts by the in- 
dependent auditors themselves would 
be prohibitive. A satisfactory substi- 
tute is for the internal audit group to 
investigate these accounts on their 
periodic trips to the branches and re- 
port the results of their investigations 
to the independent auditors. The in- 
dependent auditors can then make 
such additional examination and con- 
firmation as they deem to be necessary. 

Allowance for uncollectible loans: 
This account is of major importance 
in a small loan company for two rea- 
sons: The comparatively greater credit 
risk assumed in this type of loan and 
the fact that loans receivable comprise 
a very high percentage of the com- 
pany’s assets. 

There are two viewpoints concern- 
ing these allowances or reserves... . 
One is the traditional accounting view- 
point that such a reserve is a valua- 
tion reserve intended to recognize that 
the loans outstanding at any given 
date include uncollectible accounts for 
which a reserve should be established 
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to reduce the loan balances to an es- 
timated realizable amount. The other 
viewpoint is that these reserves are 
not only valuation reserves, but are 
also reserves against economic de- 
clines and, as such, should include an 
additional provision to take care of 
losses due to such economic problems. 
The latter viewpoint is frequently en- 
couraged by the company’s creditors 
who, adopting the traditionally con- 
servative approach, feel more secure 
with the presence of large reserves for 
losses on the balance sheet. 

The generally accepted practice in 
the industry is to show the allowance 
for uncollectible loans as a reduction 
of receivables whether its amount is 
determined under the first or the sec- 
ond of the above two theories. If the 
allowance is determined under the sec- 
ond theory, it would seem that the 
auditor should decide whether the 
excess allowances, that is, the amount 
of the reserve in excess of the amounts 
justified by experience, is sufficiently 
material to require presentation as a 
reserve for contingencies rather than 
a valuation reserve. 

The auditing problem encountered 
on this account is, of course, the de- 
termination of the adequacy of the 
allowance at the balance sheet date. 
To do this, the auditor must review 
the company’s method of charging-off 
uncollectible loans. He will want to 
know whether the company automati- 
cally charges-off loans after a stated 
period without payments; whether the 
company keeps the loans on its books 
until there is absolutely no doubt that 
they are uncollectible; or whether 
some intermediate course is followed. 
A review of the actual charge-offs 
must be made to see that the stated 
policy is being followed. The auditor 
should also review the company’s de- 
linquency statistics and compare them 
to the reserve at the balance sheet date. 
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One of the most helpful procedures 

in assisting the auditor in forming his 
opinion on the allowance for uncol- 
lectible loans is a summary showing 
the relationship of the allowance re- 
quired at previous balance sheet dates 
to the receivables at those dates. This 
can be accomplished through an anal- 
ysis of each of the past 10 or 15 years’ 
charge-offs by the year in which the 
loans were made. After determining 
the total dollar amount of loans made 
in one year or earlier and charged-off 
in subsequent years, the amount of 
reserve required at the end of that 
year is known. This required reserve 
can then be stated as a percentage of 
the loans outstanding at the end of 
that year. If this is done for each of 
the past five or ten years, the auditor 
can see how the percentage at the cur- 
rent balance sheet date compares to 
the percentage at previous balance 
sheet dates. 

A weighting of the more current 
years’ experience will have to be 
made, since all of the bad accounts 
will not yet be charged-off at the cur- 
rent balance sheet date. The last bad 
accounts may not be charged-off until 
five, six or seven years after the loan 
is made. This weighting can be accom- 
plished through an analysis of the 
early years’ experience on the amount 
of loans charged-off in the first, sec- 
ond, third, fourth and fifth years after 
the loans were made. 

Since the time involved in preparing 
this computation is quite lengthy, the 
client should be requested to prepare 
this summary. The company can also 
use the summary as substantiation of 
its deduction for federal income tax 
purposes. 

Unearned discount: This account is 
of more importance in a sales finance 
company than in a small loan com- 
pany. Since small loan companies 
generally have some sales finance ac- 
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counts and since some states are per- 
mitting a type of small loan with 
the interest precomputed in the loan 
balance, the account is discussed here. 

Unearned discount arises when a 
finance company purchases a sales 
finance contract from an appliance 
dealer, automobile dealer, etc., or 
makes a direct loan on a discount 
basis. The entry recording the un- 
earned discount (disregarding fees, 
dealers’ hold-backs and reserves, etc.) 
is a charge to loans receivable, a credit 
to cash, and a credit to unearned dis- 
count for the difference between the 
cash paid-out and the amount to be 
repaid by the debtor. 

Two methods of absorbing unearned 
discount into income are in use: 


1. Recording the proportionate part 
of the actual payments received that 
represents discount (cash basis). 

2. Recording the discount earned 
as a result of elapsed time rather than 
as a result of payments received 
(accrual basis). 

The first method is more frequently 
used by the larger companies than is 
the second. In either case tests of 
these accounts can be made with rela- 
tive ease by the auditor. 

Some companies, generally smaller 
ones, reverse the above procedure by 
crediting all discount to earned dis- 
count when the paper is purchased and 
setting-up the unearned portion at 
each balance sheet date. 

Some of the methods used in com- 
puting the earned and unearned por- 
tions of the finance charges are: 

1. Using the “rule of 78” which is 
a sum of the years’ digits approach in 
which 12/78 of the unearned discount 
is taken into income the first month, 
11/78 the second month, and so on; 

2. Computing the percentage that 
unearned discount is of outstanding 
sales finance receivables at the first of 
the month and applying this percent- 








age to the payments received during 
the month to secure an earned dis- 
count figure; and 


3. The use of a fixed percentage 
of outstanding receivables for un- 
earned discount at each balance sheet 
date. 


The last approach is undesirable 
from an accounting viewpoint since it 
does not necessarily have any basis in 
fact and distorts the earned and un- 
earned figures. 

Repossessions: This account applies 
largely to the sales finance business 
done by the small loan company, and 
is carried on its books in accordance 
with one of two methods: at loan 
balances or at the lower of the loan 
balance or current market price of the 
item repossessed. The latter method 
is preferable. 

This account is generally an insig- 
nificant one in the balance sheet. 

Deferred development costs: Some 
companies in the consumer finance 
industry defer the operating losses 
arising during the first months of oper- 
ation of a new branch office. These 
deferred charges are then written-off 
against income over an arbitrary pe- 
riod such as five years. 

This practice has been condemned 
by some as being contrary to the ob- 
jective of properly determining net 
income through the matching of appli- 
cable costs and expenses against 
revenues. These persons advocate 
that such operating losses should be 
charged off as incurred in order to 
conform with generally accepted ac- 
counting principles. However, since 
the practice of deferring initial oper- 
ating losses of new branch is appar- 
ently so widespread in the industry it 
is considered equally acceptable. 

Dealer holdbacks and reserves: In 
connection with any sales finance 
activities of the company there will 
also be dealer holdbacks and reserves 
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arising from the arrangements made 
with the dealers for purchasing sales 
finance contracts from them. Hold- 
backs and reserves are amounts re- 
tained by the finance company at the 
time the contract is purchased from 
the dealer and are paid later to the 
dealer when certain specified condi- 
tions or events occur. Holdbacks 
represent a portion of the financed 
amount which is held back to cover 
losses in case of repossession. The 
reserves are really commissions to the 
dealer for giving his business to the 
finance company. The holdbacks are 
paid to the dealer when the contract 
is paid-off by the customer. The re- 
serves may be accumulated until they 
reach an agreed percentage of the 
dealer’s customers’ balances depend- 
ing upon the contract with the dealer. 
They are adjusted for refunds of 
finance charges if the customer pays 
the loan before its maturity date and 
for bad debt and repossession losses. 
Periodic payments are made to the 
dealer of amounts in excess of the 
agreed-upon percentage. 

Where holdbacks and reserves are 
a significant figure, confirmation of 
the balances may be secured from the 
dealers. The transactions in the ac- 
counts can be tested with relative ease. 

Interest income: Interest income 
may be recorded either as received 
from customers or as earned as a re- 
sult of elapsed time. Generally the 
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larger companies report interest income 
as payments are received. 

Tests of the recorded interest income 
may be made by selecting various 
days’ payment reports, checking the 
recorded interest against printed inter- 
est tables, and tracing the entries into 
the records. 

Expenses: Some companies con- 
sistently report expenses, except in- 
come taxes, as paid rather than as 
accrued. Income taxes are reported 
on an accrual basis. The auditor must 
determine whether the distortion re- | 
sulting from the use of this hybrid 
method of accounting is material be- 
fore expressing his opinion on the 
financial statements. Generally the 
unrecorded income more than offsets 
the unrecorded expenses. 

Internal control: A system of inter- 
nal check and control, appropriate to 
this type of operation, is essential in 
consumer finance companies where | 
large amounts of cash are readily 
available and only one or two persons 
are involved in a complete transaction 
in the branch office. 

The auditor can render a valuable | 
service to his client through recom- 
mendations for improvements in the 
system of internal check and control, 
and his review of the system as part 
of his audit procedures will afford him 
an excellent opportunity to observe 
areas in which such improvements can 
be made. 
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Guide to Joint Returns, 
Head of Household, 
and Dependents 


By LEONARD H. CARTER, CPA 


JOINT RETURNS 


Joint tax returns grant married tax- 
payers some relief from our high rate 
structure. Recently, a single woman 
had sought to use the split income rates 
for a year in which she had realized 
substantial income.'! She appealed her 
deficiency to a circuit court contending 
that to withhold the privilege of the 
split rates from single persons is an 
arbitrary and unreasonable discrimina- 
tion that cannot be allowed under the 
Constitution. It takes no imagination 
to guess the result because joint returns 
are still with us. 

The concept of joint returns is a 
creature of the 1948 Revenue Act and 
was designed to equalize the burden 
for married people in separate prop- 
erty states with those in community 
property states.!4 

All married couples except those 
legally separated or divorced who 
satisfy certain conditions may file joint 
returns.2, The marital status is deter- 
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mined as of the last day of the taxable 
year. Consequently, marriage late in 
a year may be a tax saving device for 
a high income bachelor. Separated 
couples living apart without the benefit 
of a legal separation, and those sepa- 
rated under an interlocutory decree of 
divorce may still file jointly. A com- 
mon-law wife, in those states which 
recognize the relationship, will be con- 
sidered to be the taxpayer’s spouse.* 

The problem of protecting income 
splitting pending a final decree of 
divorce or separation may arise. A 
wife might be reluctant to sign a joint 
return during such period. It might be 
advisable, as part of any preliminary 
agreement, to provide that the parties 
will file a joint return prior to the 
decree of divorce or separation, and 
at the same time obtain the wife’s 
signature on Form 936 which in effect 
is a power of attorney. 

The same reluctance might exist 
where estranged couples, not contem- 
plating divorce or separation, are liv- 
ing apart. The spouse with the larger 
income, as a practical matter, may be 
compelled to offer some inducement to 
the other for her participation in a 
joint return. Here again, Form 936 
should be obtained. This will not only 
insure the filing of a joint return, but 
will eliminate the necessity of the other 
spouse seeing the return. 
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The further statutory conditions are 
that (1) neither spouse has been a 
non-resident alien at any time during 
the taxable year and (2) both spouses 
must have the same taxable year. Joint 
returns are still permitted in the event 
of the death of one spouse, provided 
the survivor does not remarry before 
the end of the year. Each spouse may 
use different accounting methods, in 
which. event incomes and deductions 
are aggregated pursuant to the respec- 
tive separate methods.® 


JOINT OR SEPARATE RETURNS 


The great advantage of filing joint 
returns is that the income hits tax 
rates which are lower than those for 
single persons or married persons filing 
separate returns. However, the filing 
of a joint return should not be an 
automatic act. One disadvantage which 
should be considered is that the lia- 
bility for tax is joint and several in the 
event of joint filing.’ This problem 
may be vital where one spouse dies 
after the filing of a joint return. Any 
additional taxes may be collected from 
the separate property of the survivor 
even though the entire tax related to 
the income of the decedent. The same 
problem may exist where there is a 
divorce or separation after the filing 
of a joint return. 

Mathematical computations should 
also be made to determine the least 
expensive way to file. A joint return 
will always result in less tax where one 
spouse has no gross income. If both 
spouses have taxable incomes which 
are in the same tax brackets, separate 
returns will usually produce the same 
combined tax liability as joint returns. 

Where both spouses have income, 
and there are deductions which are 
limited by income, such as medical 
and charity, calculations on both bases 
should be made. It should also be re- 
membered that the capital loss limita- 
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tion on joint returns is $1,000 whereas 
on separate returns it is $1,000 for 
each spouse. Consideration should 
also be given to the fact that on sepa- 
rate returns each spouse must conform 
by either itemizing deductions or tak- 
ing the standard deduction.® 

Certain dependency deductions may 
also be lost on a separate return for 
relatives related by marriage who do 
not reside in the taxpayer’s household. 
This would apply to aunts, uncles, 
nieces or nephews of the other spouse, 
supported by the taxpayer filing sepa- 
rately. 

The filing of joint returns may be a 
useful tool in estate planning work. 
Where a family partnership of husband 
and wife exists or there has been 
assignment of income to the other 
spouse, the filing of a joint return will 
eliminate the practical effect of any 
income tax question as to the validity 
of income splitting. This has the effect 
of building the other spouse’s estate. 
Furthermore, the payment of the en- 
tire tax by either spouse is not con- 
sidered a gift to the other of the tax 
on the other’s share of the income.® 


DEATH OF A SPOUSE 


As mentioned before, death of a 
spouse does not terminate the privi- 
lege of filing a joint return for that 
year. A joint return may be made by 
the survivor and the executor or ad- 
ministrator of the deceased spouse. 
Where no representative has been ap- 
pointed before the filing date the sur- 
viving spouse may make the election, 
but a subsequently appointed execu- 
tor or administrator may disaffirm the 
filing of a joint return within one year 
of its due date.!° 


SURVIVING SPOUSE 

A surviving spouse may still have 
the joint return privilege for a period 
of two years after the other spouse’s 
death."! This is available to those sur- 
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vivors (1) whose spouse died during 
either of the two taxable years im- 
mediately preceding the taxable year, 
and (2) who maintains as his home a 
household which constitutes for the 
taxable year the principal place of 
abode of a dependent son or daughter 
of the taxpayer and for whom the tax- 
payer is entitled to a dependency de- 
duction for the taxable year. 

If the survivor cannot qualify be- 
cause of the strict dependency require- 
ments, it may be that he or she may 
meet the tests for “head of household.” 

A taxpayer is not considered to be 
a surviving spouse if she has remarried 
at any time before the close of the 
taxable year. Remarriage to a non- 
resident alien would eliminate the sur- 
vivor benefits, even though no joint 
return could be filed with the alien 
spouse. Furthermore, to be a surviv- 
ing spouse, the survivor must have 
been able to file a joint return with 
deceased spouse had he lived. Conse- 
quently, income splitting is not allowed 
if the deceased spouse was a non- 
resident alien or if there had been a 
divorce or legal separation prior to 
death. 


CHANGE FROM SEPARATE 
fO JOINT RETURNS 


It is conceivable that where spouses 
have filed separately, they may have a 
change of heart and later desire to file 
an amended joint return. This is per- 
mitted provided certain conditions are 
met.!* A joint return may be made at 
any time within the period of limita- 
tions even though separate returns had 
previously been made. The election 
may not be made if either spouse has 
instituted proceedings in the Tax 
Court, or in any court for recovery of 
part of the tax, or has entered into a 
closing agreement or a compromise. 


The switch to a joint return cannot 
change any irrevocable election made 
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on the separate returns. Furthermore, 
the tax liability shown on the joint 
return must be paid on or before the 
time for filing. All statutes of limita- 
tions are further extended by one year 
after the joint return is filed. 

There is no provision in the Code 
which will permit the filing of separate 
returns after a joint return, with one 
exception. An executor or administra- 
tor may disaffirm a joint return al- 
ready filed by the surviving spouse. 

A recent decision has indicated that 
the prerequisites of changing from 
separate returns to joint returns must 
be strictly adhered to.'* Here, taxpayer 
had filed a separate return. Upon audit 
of the return and the assessment of a 
deficiency, taxpayer had tendered to 
the agent an offer to make a joint re- 
turn which agent refused. A deficiency 
was asserted on the basis of a separate 
return. The Tax Court held fér the gov- 
ernment. Taxpayer could have made 
the election had he filed a return with 
the district director. Offering such a 
return to an examining agent is not 
sufficient compliance with the law. 


ESTIMATED TAXES 


A word about declarations of esti- 
mated tax. Joint declarations may be 
made under the same circumstances as 
joint returns.‘* However, such a dec- 
laration does not require the filing of 
a joint final return. The estimated tax 
may be split between the spouses in 
any proportions if separate returns are 
filed. However, if joint declarations are 
filed, the liability for the estimated tax 
is also joint and several. 


HEAD OF HOUSEHOLD 


Limited tax benefits are available to 
individuals who maintain a household 
for others. The rates for head of 
household are midway between the 
surtax rates of those for joint returns 
and separate returns.’ 




























To qualify, an individual must not 
be married at the close of the taxable 
year, must not be a surviving spouse, 
and must not be a non-resident alien 
at any time during the year. 

Affirmative tests are also necessary 
for qualification. The taxpayer must 
maintain a household which is his own 
home and which constitutes the prin- 
cipal place of abode of other specified 
individuals, or the taxpayer must main- 
tain a household for his father or 
mother which need not be his own 
home. 

A taxpayer is not considered as 
married if at any time during the year 
his spouse is a non-resident alien. 
However, a non-resident alien wife, 
not being a dependent, cannot alone 
qualify a taxpayer. There must be 
another individual satisfying the statu- 
tory requirements residing in the 
household*2 The taxpayer cannot be 
a head of household if his spouse died 
during the year, nor can he be con- 
sidered to have that status for either 
of the two years after death if entitled 
to the benefits of a surviving spouse. 

Maintenance of a household for this 
benefit, and also for the purpose of the 
benefits of a surviving spouse contem- 
plates the payment of more than one- 
half of the cost thereof for the taxable 
year.'® Such expenses include the pay- 
ment of rent or home ownership 
expenses, utility charges and food con- 
sumed on the premises. Expenses of 
maintaining a dependent are not in- 
cluded and would consist of such items 
as clothing, medical expenses and 
education. 

The persons enabling the taxpayer 
to fall into this status must be within 
the following relationships: 

(1) A child or grandchild whether 
or not such individual is a dependent. 

(2) Any person for whom a tax- 
payer can claim a dependency exemp- 
tion, provided such person is related. 
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Such status may not arise from a mul- 
tiple support agreement. 


(3) A dependent mother or father 
residing in a separate home maintained 
by the taxpayer. 

It should be noted that those under 
(1) and (2) above must make their 
principal place of abode with the tax- 
payer. A non-dependent parent resid- 
ing with taxpayer cannot qualify him 
for head of household status. Further- 
more, a married child may only be 
considered under (1) above if such 
child is a dependent of the taxpayer. 

The household maintained by the 
taxpayer must be the principal place 
of abode of the designated individuals 
and of the taxpayer for the entire tax- 
able year.17 Temporary absences from 
such household due to illness, educa- 
tion, vacations, military service will 
not prevent the taxpayer from qualify- 
ing as a “head of household.” 

It has been held that a bachelor who 
maintained his sister in a mental insti- 
tution was a head of household.’® The 
facts indicated that his sister had re- 
sided with him for many years prior 
to hospitalization, and that his home 
was available to her if she could ever 
return even though it appeared un- 
likely. The Court ruled that no new 
place of abode had been established. 

On the other hand, the Internal 
Revenue Service has recently ruled 
that the maintenance of a mother in 
a home for elderly women is not the 
maintenance of a home or household 
for her.4® A distinction between the 
two rulings may hinge upon the intent 
of permanence of the arrangements. 

A District Court has recently allowed 
a taxpayer a head of household status 
where his aged mother had moved all 
her furniture and possessions into his 
home with the intent of living there. 
However, prior to the move, his mother 
had an accident and was hospitalized. 
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She ultimately died in the hospital. 
The government contended that there 
must be a period of initial occupancy 
before there can be a temporary ab- 
sence exception. The court held that 
the intent of the mother to live with 
her son Satisfied the statute.*? 

It is significant that a child may 
still qualify a taxpayer as a head of 
household even though that child is the 
dependent of another.?!_ However, the 
same person cannot be used to qualify 
more than one taxpayer as the head of 
a household for the same year.?? 


DEPENDENTS 


The foregoing discussion of joint 
returns and head of household involved 
the computation of the tax. The sub- 
ject of dependents involves a deduc- 
tion to arrive at net income. 

A recent decision indicates that the 
government takes a dim view of tax- 
payers who claim dependency deduc- 
tions which may be questionable.** In 
this case the taxpayer, divorced from 
his wife, claimed dependency deduc- 
tions for his two sons who resided with 
his wife. His support of the children 
was nil. His claim was held fraudu- 
lent, and he was sentenced to a prison 
term even though there was no omis- 
sion of gross income and the loss of 
revenue was relatively minor. Although 
this is an extreme case, it is an indica- 
tion that care must be taken by tax- 
payers in considering the rules for 
deduction discussed herein. 

A deduction of $600 is allowed for 
each dependent.** A wife is not a 
dependent,”> but a deduction may be 
taken for a spouse having no income 
on a separate return of the other 
spouse, provided the spouse is not the 
dependent of another taxpayer.** This 
permits a taxpayer to claim a deduc- 
tion for a non-resident alien wife even 
though a joint return may not be filed. 


GUIDE TO JOINT RETURNS, HEAD OF HOUSEHOLD, AND DEPENDENTS 


A dependent is one, over half of 
whose support is furnished by the tax- 
payer, and who falls into one of the 
following categories:** 

(1) An individual related to the 
taxpayer. Residence in the taxpayer’s 
household is not essential to this 
category. 

(2) Any unrelated individual who 
makes his principal place of abode 
with the taxpayer for the entire tax- 
able year. 

A 1959 amendment assures a deduc- 
tion for an adopted child for the first 
year it is taken into the taxpayer’s 
home.*® Another amendment denies a 
dependency deduction for a member 
of a taxpayer’s household when the 
relationship between the claimed de- 
pendent and the taxpayer is in viola- 
tion of local law.*® This has the effect 
of denying deductions for common law 
wives where State laws do not approve 
of such relationship. 

Care should be exercised where hus- 
band and wife file separate returns. 
A spouse cannot claim a deduction 
for the relative of the other spouse, 
unless such dependent is a member of 
the taxpayer’s household for the entire 
taxable year. 

The dependent’s gross taxable in- 
come must be less than $600. This 
test is waived for a child of the tax- 
payer under the age of 19, or if over 
19 where the child is a student for at 
least five months of the year at an 
educational institution.*® Non-taxable 
gross income is not considered in deter- 
mining whether the dependent has re- 
ceived more than $600. 

A dependent must be a citizen or 
resident of the United States or a resi- 
dent of Canada, Mexico, Panama, the 
Canal Zone, and in certain cases, the 
Philippine Islands.*4 

Support Test. The foregoing is a 
brief summary of the technical rules 
governing dependency. The broad 





e 47 












areas of conflict on this subject revolve 
around the support test. 

The taxpayer must furnish over one- 
half of the total support of his claimed 
dependent during the calendar year. 
For this determination, comparison 
must be made of the amount furnished 
by the taxpayer with the entire amount 
of the support which the dependent re- 
ceived from all sources, including that 
provided by his own funds. 


Consideration must be given to items 
received by the dependent such as 
social security, tax exempt income, 
pensions and the like. Remember that 
the foregoing are excluded for the 
purpose of the $600 gross income test, 
but must be considered for the sup- 
port test. If the dependent does not 
use any of his own funds for his own 
support, but exists upon the bounty of 
others, the dependency deduction will 
not be lost.** 

It is therefore important to consider 
what type of payments constitute sup- 
port for the purpose of determining 
whether the taxpayer has contributed 
more than one-half. Of course, the 
natural items of support include ex- 
penditures for food, shelter, clothing, 
education, medical care and other ne- 
cessities. However, there are fringe 
areas where the expenditure may or 
may not be a necessity depending upon 
special circumstances or the station in 
life of the dependent. 

For example, in a recent case a 
controversy developed between a di- 
vorced wife and her former husband 
as to who contributed more to their 
child’s support.** The facts were de- 
veloped that the child was talented and 
had performed on the radio. Conse- 
quently, expenses of dramatic and 


dancing lessons paid for by the mother 
were proper support payments. For 
a non-talented child, they may not be 
so considered. 
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The following have been held to be 
such necessities as to constitute sup- 
port payments; attendance at a mili- 
tary ** or parochial school;** child care 
expenses paid to others to enable a 
mother to work;°* church contribu- 
tions;** a Lionel train set and its equip- 
ment;** and recreation and transporta- 
tion.*® 

The courts have ruled that the fol- 
lowing types of payments are not ne- 
cessities constituting support payments. 
The cost of capital items such as an 
automobile,*’ motor boat, rifle or lawn 
mower;* gifts of savings bonds;*? or 
income taxes payable by a dependent 
on his own income.** 


MULTIPLE SUPPORT AGREEMENTS 


Where the support of a dependent 
is contributed by more than one per- 
son, such contributors may annually 
agree upon the person who shall claim 
the dependent’s deduction.*4 Form 
2120, an agreement form, must be 
submitted with the income tax return 
of the person claiming the exemption. 

Such agreements may be used only 
where no one person has contributed 
more than 50% of the support, and 
where more than half the support is 
contributed by two or more persons 
combined, each of whom, but for the 
support test, could claim the individ- 
ual as a dependent. Consequently, a 
multiple support agreement cannot be 
used where two individuals contributed 
equally to the support of a dependent. 
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Why Is THE PROPERTY TAX IN GENERAL DISREPUTE? 


The heyday of the property tax as a prime revenue source has 





passed, yielding its dubious honor to the income tax, with retail sales 
taxes close behind. From a high of 73% of all state and local revenues 
in 1932, property taxes have dropped to 44% currently. Why? Largely 
because the states have taken over from local governments the expensive 
functions of highways, welfare, and education, and the states prefer 
income or excise taxation to property taxation. 

Ronald B. Welch of the California State Board of Equalization 
observes that despite improved administration the property tax still 
suffers from a poor reputation. Writing for the Assessors’ News-Letter, 
Vol. 26, No. 5, he says in “Salvaging the Property Tax” that property 
has not really been overtaxed but has acquired this reputation from 
inequities, “especially when imposed at the state level with the tradi- 
tionally ineffective state equalization” between counties. Mr. Welch 
would like to improve the popularity of the property tax and believes 
that it can be done if a greater degree of equity in administration 
is achieved. 
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Another Achievement from Monroe: 











Compacted into this famous adding 
machine is a concept thats. revolu- 
tionizing the accounting pro 
Here, in a conventional desk-top 
machine, is the means to cut business 
record keeping in halfAnd time 
saved in your practice means time for 
productive management services, tax 
planning and analysis. Only Monroe 
offers a machine built for account: 
ants, whether their practice is exten- 





sive or limited to just a few accounts. - 


COMPARE and you'll choose a SYNCHRO-MONROE Punched Tape Adding Machine 


®@ MONROE'S EXCLUSIVE FIELD CONTROLS — for field size and selectivity .. , means more 
dollar amounts can be placed on a punched card for /owest processing costs 


®@ COMPACT SIZE — most portable of all makes 


@ FLEXIBLE— more program codes for wider variety of applications 
@ VISIBLE TAPE SUPPLY — to avoid running out of tape during the job 
= TWO NON-ADD BARS — to differentiate fixed information and enable automatic repetition of 


any portion of reference numbers 


® LEASE PLAN —as little as $49.03 per month under five year lease, includes excise tax and 


maintenance, parts and insurance 


B TWO REGISTERS AVAILABLE — for proving Net Pay on payroll checks and proving totals on 


each invoice when using the machine for sales or cost analysis 


® TAPE PROCESSING PROVIDED BY MONROE — or any reliable service bureau of your choice 








You can expand your practice with a Monroe accountants’ machine 
and with Monroe's tape processing division, Integrated Data Process- 
ing, Inc. operated by accountants and specializing in processing service 
to accountants. Or, use any reliable service center. 

Right now there are more accountants using the Monroe-IDP 
punched tape machine program than all other makes combined. A 
detailed instructional booklet is available for you to study at your 
local Monroe branch office, or write to Monroe Calculating Machine 
Company, Orange, N. J. for a fact-filled brochure. 





SEE THE MAN FROM 


MONROE 


for CALCULATING 
ADDING + ACCOUNTING 
DATA PROCESSING MACHINES 








Monroe Calculating Machine Company, Inc. Sales and service in principal cities everywhere, General offices, Orange, N. J [H A DIVISON OF LITTON IMDUSTINES 
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N. Y. STATE SOCIETY OF CPAs’ 


Accountants Liability Insurance Plan 
RATES REDUCED 10% 


The steady growth in the number of subscribing firms and good loss 
experience since the new plan was announced in January 1959, 
permits this 10% reduction. 


Over 675 New York accounting firms are now benefiting by the 
broad coverage and exceptionally low cost of this important insur- 
ance available to members of the N. Y. State Society of CPAs. 


For descriptive brochure and premium quotation phone or write 


HERBERT L. JAMISON & Co. 


Administrators of the Plan 


270 MADISON AVENUE, NEW YORK 16 : MUrray Hitt 9-1104 





























SAVE 


IMMEDIATE CAPITAL-GAIN TAXES 
Through An Important New Investment Method 


Do you own stocks, valued at $15,000 or more. and have 
profits you do not wish to take because of high capital- 
gaintaxes? Now investors may exchange holdings of this value 
for new investment positions, under certain circumstances, 
without incurring an immediate capital-gain tax liability. 
You may reap extra profit from this new investment method. 


For full information call: Mr. Herbert Launer. 


W. E. HUTTON & CO. 
Vembers New York Stock Exchange 
10 East 44th St., New York 17 
Telephone YUkon 6-8050 
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Conducted by PETER ELDER, CPA 


SOME “PLACE OF BUSINESS” 
PROBLEMS IN STATE TAX 
ALLOCATION 


The Tax Law and Regulations pro- 
vide that a taxpayer corporation, upon 
satisfying certain requirements, may 
allocate its business income, within and 
without the State of New York, by 
multiplying such income by a business 
allocation percentage. The percentage 
is determined through the use of three 
factors: property (real, tangible and 
rented), business receipts, and payroll. 
Thus, New York State in using the 
three factors, has in effect adopted the 
“Massachusetts” formula, which is 
also used by many other states. As a 
general rule, it would appear that the 
formula is equitable in most situations. 
However, where the formula works a 
hardship on a taxpayer, the Tax Com- 
mission may be requested to adjust the 
percentage so as to cause a more equit- 
able result. The following discussion 
deals with the impact of a “place of 
business” on the property and business 
receipts factors, but no reference is 
made to the payroll factor since it is 
not pertinent in this limited discussion. 


Regular Place of Business— 
Property Factor 

Unless a taxpayer has at least a 
regular place of business outside of 





PETER ELDER, CPA, is chairman of our 
Society’s Committee on New York State 
Taxation. Mr. Elder is a member of the 
firm of Peat, Marwick, Mitchell & Co. 
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New York during the period covered 
by the franchise tax report being filed, 
no allocation of income will be per- 
mitted and the allocation will in effect 
be 100% to New York. The regula- 
tions define a regular place of business 
as any bona fide office, factory, ware- 
house, or other space which is regu- 
larly used by the taxpayer in carrying 
on its business. If a taxpayer, during 
the regular course of business, stores 
property in a public warehouse until 
it is shipped to customers, the ware- 
house is considered a regular place of 
business. Likewise, if during the regu- 
lar course of business, raw material or 
partially finished goods of a taxpayer 
are delivered to an independent con- 
tractor for processing, etc., and the 
finished goods remain with such inde- 
pendent contractor until shipped to 
customers, the plant of the independent 
contractor is considered a_ regular 
place of business. It should be noted 
that a statutory office is not included 
in the definition of “bona fide office.” 

If a taxpayer satisfies the minimum 
requirements in connection with a 
regular place of business outside of 
New York, so that real or tangible 
personal property is maintained at such 
place of business, it will then be en- 
titled to use a percentage of less than 
100% for the property factor. This 
factor is determined by ascertaining 
the percentage which the average value 
of the taxpayer’s real and tangible per- 
sonal property (including real prop- 
erty rented to it) within the State bears 
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to the average value of all the tax- 
payer’s real and tangible personal prop- 
erty (including real property rented to 
it) wherever situated during the period 
covered by the report. 


Permanent Place of Business— 
Receipts Factor 


In order to use a percentage of less 
than 100% for the receipts factor, it 
is necessary for the taxpayer to have 
a permanent or continuous place of 
business outside New York. In con- 
nection with this statement, section 
210.3(a)(2)(B) of the Tax Law pro- 
vides in part, that receipts are alloca- 
ble to New York from “sales of any 
property not located at the time of the 
receipt of or appropriation to the 
orders at any permanent or continuous 
place of business maintained by the 
taxpayer without the state, where the 
orders were received or accepted within 
the state - - -.” Reg. Art. 413(2) 
states that “‘a permanent or continu- 
ous place of business maintained by the 
taxpayer outside New York is any 
bona fide office (other than a statu- 
tory office), factory, warehouse, or 
other space outside New York, ar 
which the taxpayer is doing business 
in its own name in a regular and sys- 
tematic manner, and which is continu- 
ously maintained, occupied and used 
by the taxpayer in carrying on its 
business through its regular employees 
regularly in attendance.” (Italics 
ours.) Thus, we have the interpreta- 
tion of the statute by the Tax Com- 
mission. 

The cited regulation not only in- 
cludes the definition of a regular place 
of business but also prescribes two 
further requirements (1) the taxpayer 
must be doing business in its own name 
in a regular and systematic manner 
and (2) it must carry on such busi- 
ness through its regular employees 





regularly in attendance. It is these 
additional requirements that quite often 
present difficulty. Suppose a taxpayer 
uses a public warehouse outside of 
New York for the purpose of storing 
and subsequently distributing its mer- 
chandise to customers outside the state 
and that some of the employees of the 
warehouse work full time in connection 
with the taxpayer’s business. Does this 
type of activity satisfy the Tax Com- 
mission’s interpretation of the statute 
so as to permit the taxpayer to allo- 
cate without New York, receipts from 
sales arising from merchandise located 
at the public warehouse? 


This was the question the court was 
asked to decide in American Chicle 
Company v. State Tax Commission, 5 
A.D. 2d, 318. The facts of the case, 
in addition to the above question, indi- 
cate that the warehouses were occa- 
sionally visited by members of the 
petitioner’s regular sales force, and 
that generally no orders were filled by 
the warehouse without prior approval 
of the New York office. The peti- 
tioner contended that the public ware- 
house satisfied the requirements of a 
permanent or continuous place of 
business. The court in analyzing the 
issue indicated that the regulations 
provide that property stored in a pub- 
lic warehouse is not located at a per- 
manent or continuous place of busi- 
ness, and therefore ruled against the 
taxpayer. It cited example 6 of the 
regulations which reads as follows: 


“A taxpayer accepts an _ order 
through a salesman or officer work- 
ing out of its New York office in 
another state, and fills such order 
from a stock of goods kept in a pub- 
lic warehouse outside New York. 
The receipt is allocable to New 
York.” 


The court in its decision expressed 
the view that “there is nothing arbi- 





NEW YORK STATE TAX FORUM e@ 53 























trary or unreasonable about regula- 
tions which classify what shall consti- 
tute a permanent or continuous place 
of business.” In addition, it was stated 
“the courts should not interfere with 
details which administrative agencies 
employ interpreting a broad statutory 
place unless the same are arbitrary and 
unreasonable.” The decision, subject 
to possible appeal by the petitioner, 
certainly seems to dispel any doubt 
about the requirements which must 
be satisfied if a taxpayer wishes to 
allocate receipts based upon the main- 
tenance of a permanent and continuous 
place of business outside New York. 
It is absolutely necessary that such 
place of business be staffed by its 
regular employees regularly in attend- 
ance in addition to the other require- 
ments. 


UNINCORPORATED BUSINESS TAX— 
NET OPERATING LOSS DEDUCTION 


We have received many inquiries in 
reference to Article 23 as it relates to 
a deduction of either a net operating 
loss carryback or carryover. Some of 
the opinions expressed on the question 
indicated that a net operating loss de- 
duction would be allowable to a sole 
proprietor subject to the unincorpo- 
rated business tax but not to partners 
subject to such tax; other opinions 
thought the deduction would be allow- 
able to everyone, while still others 
thought it would be allowable to no 
one. 

As a result of these differences of 
opinion, advice was requested from 
Mr. Robert S. Lewiston, Chief, Regu- 
lations and Interpretations Section, In- 
come Tax Bureau, Department of Tax- 
ation and Finance in Albany. Mr. 
Lewiston’s reply is shown below: 


“Gentlemen: 


Your letter dated November 2, 1960 
inquires as to the deductibility of net 
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operating loss carryovers for unincor- 
porated business tax purposes under 
Article 23 of the Tax Law. 

A review of this matter indicates 
that an original draft of Article 23 
provided specifically for the deduction 


of net operating loss carryovers, but 


such provision was eliminated from 
the bill at the time of its introduc- 
tion in the Legislature. This subject 
was recently reviewed at length by the 
full Tax Commission and considera- 
tion was given to the following: 


(a) The net operating loss deduc- 
tion does not necessarily or com- 
pletely relate to a business loss but 
may include non-business losses and 
must be offset by non-business in- 
come items. It is, therefore, an 


‘omnibus’ loss deduction embracing | 


various types of losses and subject 


to offset by specified categories of | 


income. 


(b) Section 703a of the Internal 
Revenue Code states that the net 
operating loss deduction shall not 
be allowed to a partnership. 


(c) If the partnership is not al- 
lowed a net operating loss deduction 
when the elements of such deduc- 
tion would normally be business- 
connected, it must be inferred that 


such a deduction would not be al- | 


lowable for unincorporated business 
tax purposes to an individual whose 


net operating loss deduction for | 
normal tax purposes would consist 


of the statutory grouping of items 
mentioned in (a) above. 


(d) A high level decision had 
been made prior to the introduction 
of Article 23 to eliminate the net 
operating loss deduction from the 
specific provision of the bill. 


The Tax Commission voted at the 
meeting referred to above not to allow 
the net operating loss deduction for 
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unincorporated business tax purposes. 
This decision is incorporated in the 
1960 instructions on Forms IT-202-I 
and IT-204-I for unincorporated busi- 
ness tax returns and for partnership 
returns, respectively. I am enclosing 
a copy of the 1960 Form IT-202-I 
and invite your attention to the in- 
structions for line 3 of Schedule U-C, 
which states: ‘Note that a net operat- 
ing loss carryover or carryback may 
not be deducted for unincorporated 
business tax purposes.’ A similar state- 
ment is made in the instructions for 
line 29 of Schedule U-E of the part- 
nership return. These schedules are 
for the calculation of the unincorpo- 
rated business tax on Forms IT-202 
and IT-204, respectively.” 

It is quite clear from the above let- 
ter that a net operating loss carryback 
or carryover will not be allowed 
when computing income subject to the 
unincorporated business tax. 


TRANSFER AND ESTATE TAX MATTERS 


In accordance with the apparent de- 
centralization policy of the Department 
of Taxation and Finance, a recent an- 
nouncement indicates that all District 
Tax Offices of the Department in the 
New York metropolitan area have been 
handling transfer and estate tax mat- 
ters since September 1, 1960. 

The District Tax Office at 160-08 
Jamaica Avenue, Jamaica 32, New 
York will process transfer and estate 
tax proceedings and motions in con- 
nection with matters arising from 
Queens County. Such matters for Nas- 
sau and Suffolk Counties will be han- 
dled at 140 Old Country Road, Mine- 
ola while similar matters for West- 
chester County will be handled at an 
office located at 14 Mamaroneck 
Avenue, White Plains. Prior to this 
change such matters had been pro- 
cessed by the Brooklyn or New York 
Offices. 
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Accounting and the SEC 


Conducted by Louis H. RAPPAPORT, CPA 


SOME QUESTIONS AND ANSWERS ON SEC PRACTICE 


The speaker at the Society’s general 
meeting on November 1, 1960 was 
Andrew Barr, Chief Accountant of 
the Securities and Exchange Commis- 
sion. Mr. Barr spoke on the subject 
of “Accounting and Auditing Prob- 
lems with Particular Reference to New 
Registrants with the Securities and 
Exchange Commission.” The overflow 
meeting was convincing evidence of 
the interest in what Mr. Barr had to 
say. For the benefit of those mem- 
bers who were not at the meeting, Mr. 
Barr’s prepared address is reprinted 
in this issue of The New York CPA. 

Following the talk, members were 
invited to ask Mr. Barr any questions 
that they might have. The period that 
followed was most stimulating. Many 
of the questions—and the answers— 
are also of interest to our members 
who were not present. Unfortunately, 
however, there was no stenographic 
or other record of the question and 
answer period. The questions that fol- 
low were among those that were 
asked. The answers, on the other 
hand, are this department’s based on 





LOUIS H. RAPPAPORT, CPA, a partner 
in the firm of Lybrand, Ross Bros. & Mont- 
gomery, CPAs, is the author of SEC AC- 
COUNTING PRACTICE AND PROCED- 
URE. 
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our understanding of what practice is} 


in this field. 
Question 1. 


has reason to believe that, although 


the closing inventory is correct, there f 
was a serious understatement of prior? 


inventories. On the other hand, these 
book inventories were used in com- 
puting taxable income. What should 


the auditor’s position be in this situa-f 


tion? 

Answer. The auditor has no choice: 
the financial statements have to be 
revised so that the inventories and the 
net income are correctly stated, not- 


withstanding that this may give rise to 


a provision for taxes which is greater 
than the taxes payable as shown by the 
returns. 

Question 2. In first registrations of 
closely held companies where finan- 


cial statements had never been pub-f 
lished, it is often found that generally | 
accounting principles had f 
not been followed and _ substantial f 


accepted 


adjustments on a retroactive basis are 
required. Assume that the adjust- 
ments are made on the books so that 


the books and financial statements 7 


(the first ever to be published by the 
company) are in agreement. To what 
extent does the SEC require disclosure 


(a) in footnotes, (b) in the auditors’ f 


certificate? 
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Answer. The SEC does not require 
disclosure either in notes to the finan- 
cial statements or in the auditors’ cer- 
tificate. Rule 3.07 of Regulation S-X 
(dealing with retroactive adjustment 
of accounts) was not intended to apply 
to this situation. The rule is intended 
to apply to a revision of previously 
published statements. 

Question 3. To what extent will 
the SEC accept qualified certificates 
on registrations under the 1933 Act? 

Answer. The law and the regula- 
tions call for certified statements, and 
there is a real question whether this 
requirement is met if the accountants’ 
certificate is qualified in important 
respects. There are some situations in 
which the SEC will accept qualified 
certificates. Where, for example, the 
accountants’ opinion is subject to the 
resolution of an unresolved, clearly 
disclosed, contingency, the SEC will 
ordinarily not object to the form of 
the certificate. 

Also, where the accountant did not 
observe inventories prior to the bal- 
ance sheet date and has not been able 
to satisfy himself by other means, the 
SEC will accept a certificate in which 
the accountant tells briefly what he 
has done and says, in effect, that noth- 
ing came to his attention which causes 
him to believe that the earlier inven- 


tories and net income are not fairly 
stated. 

In an extreme case the SEC might 
be forced to accept an accountant’s 
complete disclaimer with respect to 
the earlier years in a summary of 
earnings. For example, if the account- 
ing records had been destroyed by 
fire, the accountant might not be able 
to find sufficient collateral or support- 
ing evidence to substantiate the rep- 
resentations made in the financial 
statements. In that case he might have 
to disclaim an opinion as to the years 
in question. The SEC might—or 
might not—accept the certificate, de- 
pending on the facts in the particu- 
lar case. The only safe rule for the 
accountant to follow in this case is to 
have a pre-filing conference with the 
SEC, lay the facts on the table, and 
arrive at a solution. It is not safe to 
proceed on the assumption that, since 
this is all the accountant can say in 
the case, the SEC must accept it. On 
the contrary: we have known the SEC 
to say to a registrant, “You're not ready 
to file now. Come back in about a 
year.” 





Other questions and answers will 
follow in succeeding issues. 
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Administration of 
A CPA Practice 


Conducted by HERBERT G. WHITING, CPA 


ACCOUNTANTS’ WRITING 


From time to time we see books, 
articles and announcements of clinics 
and seminars which deal with business 
writing. In general their theme is that 
business writing is dull and unnatural. 
As a result reading both letters and re- 
ports is time consuming and unduly 
difficult. 

Writing is far more important to pro- 
fessional accountants than to the busi- 
ness community as a whole. In many 
instances our most important client 
and prospect contacts are through our 
letters and reports. 

Sometimes a report is the only tan- 
gible evidence of work well done. In- 
dividuals who have had no prior con- 
tact with an accountant may judge his 
competence and effectiveness entirely 
by his reports. A well written report 
should increase opportunities for fu- 
ture service—not only to the client to 
whom it is addressed but also to at- 
torneys, bankers and others who may 
be given the report to read for infor- 
mation or recommendations. 

Several excellent systems have been 
devised for measuring the readability 





HERBERT G. WHITING, CPA (N. Y., 
N. J., Mo.), is Chairman of the Committee 
on Administration of Accountant’s Practice 
of The New York State Society of Certified 
Public Accountants. He is a partner in the 
firm of Bacon, Taylor and Beairsto, CPAs. 





58 e@ 








THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


of writing. If you will apply them to| 
your letters and reports they will show 
you how fuzzy and foggy your writing 
may be. Most accountants are far too 
busy to apply these systems. The gen- f 
eral rule for them to follow is write as 
if they were talking. If they follow 
this simple rule the readability of their 
writing will take care of itself. 

Now no one denies that many of the 
subjects we write about are extremely 
complex. Long words and sentences | 
are often necessary. Unfortunately, 
they tend to become a habit, and as} 
they do writing becomes foggier and 
fuzzier. 

The styles used in writing reports f 
should differ widely. Each firm will 
have its individual preferences and 
each writer will reflect his own per- 
sonality. But within this broad frame- 
work there are a number of rules | 
which make reports more readable. 

One of the best lists of DO’s and § 
DONT’s we have seen recently ap- 
peared in an article in the Lybrand} 
Journal. That list, which is taken from 
an article on reporting to clients on 
management services engagements, 
follows: 


DO’S 


Write sentences in the active, rather 
than the passive, voice. (The use of 
the passive allows too great a latitude j 
for sloppy thinking—absence of a sub- | 
ject.) 
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Use short sentences; as a matter of 
style, they are often most effective 
when interspersed between long sen- 
tences. 

Keep paragraphs short; long 
tend to lose the reader’s interest. 

Leave plenty of white space on the 
page; it adds to reading ease. For ex- 
ample: 


ones 


(1) Tabulate ideas in separate sen- 
tences starting on separate lines. 

(2) Use tables rather than knitting 
numerical information into the text. 

(3) Include designs—such as short 
flow-charts—in the middle of the text. 

(4) Provide spaces between cap- 
tions and paragraphs. 

(5) Use double-space or one-and- 


a-half-space typing, limiting single- 
space typing to subsidiary text. 
Convey expressions in positive— 


rather than negative—terms. 

Underscore words occasionally for 
particular emphasis. (But this should 
not be overdone, or the effect of this 
emphasis will tend to disappear.) 

Use “joining words” occasionally to 
preserve a continuity of style. For 
example: Therefore—Nevertheless— 
However. 

If there is a risk of cluttering up 
the text with too much explanatory 
matter, consider putting it in an ap- 
pendix. 

Avoid capital letters in the text 
wherever possible. Caption titles, as a 
rule, should be in lower casing. 

Keep adjectival phrases to a mini- 
mum; they tend to weaken a sentence. 

Use short words in preference to 
long ones. The reader is more likely 
to understand them, and the writer is 
open to less risk of using a wrong 
word, 

If the use of technical words cannot 
be avoided, explain these terms if there 
is any doubt of the reader’s ability to 
understand them. 





Spell correctly. (The typist cannot 
be expected to catch every spelling 
error. ) 

Be sure that grammatical errors are 
avoided. 

Try to write naturally—as one would 
speak. (Many people adopt an en- 
tirely different style once they start 
to write. In so doing, they tend to 
become less effective because they de- 
part from the language normally used 
to make themselves understood. ) 

Use dashes — or parenthetical 
phrases—as occasional methods of re- 
lieving a sameness of style. 

Occasionally start a sentence with a 
conjunction. (This may conflict with 
what one was taught at school. But 
there are many good examples in the 
Bible. ) 

Always read over the draft to make 
sure that it is clear and understandable 
— and means only what it is intended 
to mean. 

Finally, when the report is finished, 
read it critically. Make sure that it 
represents “completed staff” work. 


DONT’S 


Don’t resort to sarcasm or invective. 
The report should be written to “help” 
the client, not to criticize him. 

Don’t use slang or colloquialisms. 

Don’t use jargon unless it is regu- 
larly used in the client’s business and 
will be properly understood. 

Don’t use exclamation marks. 

Don’t use foreign words. English 
equivalents are easy to find, such as: 
miles an hour—not miles per hour, 
that is—not ie., for example—not 
e.g., daily—not per diem. 

Don’t try to impress the client with 
your learning. Get your ideas across 
in simple, everyday language. 

Don’t use the same word excessively. 
(Refer to a dictionary or to Roget, 
and select suitable alternatives. ) 
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Don’t use long phrases if short ones 
are equally effective. For example: 
Not “in the event that... .” but, “if 
csee Peet “as a coset of this... .” 
but, “therefore.” 

Don’t use periods or colons at the 
end of captioned headings. They are 
meaningless. 

Don’t use the word “etcetera” un- 
less it is absolutely necessary. It is 
often a hiding place for undigested 
thought. 

Don’t use legal phraseology. 
generally too cumbersome. 

Don’t use technical accounting lan- 
guage unless the report essentially deals 
with technical accounting matters. 

An excellent short work on the sub- 
ject of clarity in writing is available 
for thirty-five cents. Its title is The 
Language of Audit Reports. It is pub- 
lished by the Superintendent of Docu- 
ments, U. S. Government Printing 
Office, Washington 25, D. C. We 
know of two accounting firms who have 
thought so highly of this little publica- 
tion that they purchased individual 
copies for each member of their staffs. 


It is 


FEE SEMINARS 


Fees are the lifeblood of any ac- 
counting practice. But it is a subject 


which is rarely discussed openly and 
frankly among practitioners. When 
the subject does arise, it often lacks 
a sense of direction and degenerates 
into an inconclusive “bull session.” 


The American Institute’s course on 
Accountants’ Fees is designed to over- 
come these objections. It is a planned 
program of discussion on all phases 
of the problem. In general, it deals 
with the principles and problems of 
establishing a fair fee structure. 


In December our Society’s Commit- 
tee on Administration of Accountant’s 
Practice sponsored two fee seminars. 
Both were well-attended. In January 
1960 over one hundred of our mem- 
bers took time during the busy season 
for all day meetings on the important 
subject of fees. 


Max Klein reminds us that the Com- 
mittee is offering the fee seminars on a 
continuing basis. Seminars will be 
scheduled as often as groups can be 
assembled. This is a one day program. 
Those interested in participating in 
these extremely interesting and valua- 
ble sessions should write to the Com- 
mittee to indicate when they would 
like seminars to be scheduled. 





JURISPRUDENCE NEEDED IN Tax LAws 


Schemes to avoid the income tax are a product of con- 


fusion. 


And confusion is something we find in all parts of the 


tax structure which give rise, as in tax avoidance, to new or 


doubtful cases. 
Basically 


the confusion springs from 


the fact that the 


science of law has not been applied to the income tax in the 
manner in which it has long been employed in older branches 


of law. 


Or, as an eminent tax lawyer, the deceased Randolph 


Paul, once said to me, what we need in income tax law is more 


jurisprudence. 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss, CPA 


REMUNERATION AND WEEKS OF EMPLOYMENT UNDER 
NEW YORK UNEMPLOYMENT INSURANCE LAW 


The Division of Employment of the 
New York State Department of Labor 
has issued its most recent series of 
interpretations and principles for the 
handling of cases involving “remuner- 
ation” and “weeks of employment” 
under the New York Unemployment 
Insurance Law. 


REMUNERATION 


Broadly stated, “remuneration”, a 
term used in benefit rights and experi- 
ence rating calculations, means every 
form of compensation paid directly or 
indirectly to an employee for services 
rendered. It includes salary, wages, 
bonuses and reasonable value of board, 
rent and lodging, and the value of tips 
or other gratuities received from per- 
sons other than the employer. In the 
last respect it differs from the rule un- 
der the Federal Insurance Contribu- 
tions Act governing the Social Security 
tax. It also includes compensation paid 
to principal stockholders provided such 





SAMUEL S. RESS, CPA, is engaged in 
public practice in New York City. Dr. 
Ress was formerly a member of our 
Society’s Committee on New York State 
Taxation and chairman of its Subcommittee 
on Unemployment Insurance. He is a 
member of the Committee on Municipal 
and Local Taxation. 
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compensation is taxable under the Fed- 
eral Unemployment Tax Act. A “Prin- 
cipal Stockholder” is one who owns 25 
percent or more of all the outstanding 
and issued voting stock of the corpora- 
tion. Paid vacation or vacation pay, 
regardless of how it is called is re- 
muneration. Vacation pay to which a 
dismissed employee is entitled under 
terms of a contract of employment, is 
remuneration. Remuneration does not 
include payments made as dismissal 
wages which an employer is not under 
a legal or contractual obligation to pay. 
Compensation paid to “full-time” day 
students including payments for work 
during vacation periods or on holi- 
days, and dismissal wages, while not 
considered “remuneration” may never- 
theless be subject to New York Unem- 
ployment Insurance taxation if the 
employer is subject to the Federal Un- 
employment Insurance Tax Act and 
such payments are not in excess of 
$3000 to the individual recipient dur- 
ing the calendar year. 

Remuneration does not include and 
tax should not be paid on compensa- 
tion of principal stockholders of cor- 
porations not liable for tax under the 
Federal Unemployment Tax Act. 
Money paid to an employee as reim- 
bursement for travel expenses or other 
disbursements of a similar nature are 
not considered remuneration. Further 
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types of payments or forms of com- 
pensation excluded from “remunera- 
tion” are payments made by an em- 
ployer, without payroll deduction, of 
taxes required from his employees un- 
der the Social Security Act, or sickness 
or accident disability payments after 
six complete calendar months follow- 
ing the month in which the employee 
last worked. Beginning with the month 
after the 65th birthday of an em- 
ployee, any payments, except for vaca- 
tion or sick pay, for any period for 
which the employee did not work are 
also excluded from “remuneration,” 
as are insurance or annuity payments 
to an employee in retirement. Pay- 
ments made by an employer to or on 
behalf of any employee or his depend- 
ents under a_ retirement, sickness, 
accident, medical, hospital or death 
benefit plan covering all or a class of 
his employees, are not considered “re- 
muneration” under the Law. 


WEEK OF EMPLOYMENT 


A “week of employment” is de- 
fined in section 524 of the New York 
Unemployment Insurance Law. It is 
a week in which a claimant did some 
work in employment for an employer 
liable for contributions. Government 
employees who are covered for unem- 
ployment insurance may also accumu- 
late “weeks of employment” for benefit 
entitlement purposes. Employees who 
are “principal stockholders” of corpo- 
rate employers may not accumulate 
“weeks of employment” while in the 
employ of such corporate employers 
in which they are “principal stock- 
holders” unless the corporate employer 
is liable for Federal Unemployment 
Tax contributions. 

There are various special circum- 
stances which give rise to problems in 
applying the law and regulations so as 
to make more difficult proper deter- 
minations in each instance. These 
are questions that arise in making a 
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determination as to whether or not an 
employee may be credited with a 
“week of employment” for both bene- 
fit entitlement purposes and for merit 
rating charges to an employer’s in- 
dividual account with the Unemploy- 
ment Insurance Fund. 


Leave With Pay 


1. Paid vacations and _ holidays. 
Any statutory week which falls within 
a “vacation period” also represents a 
“week of employment” which together 
with the earnings therein, is taken into 
consideration for determining whether 
or not the claimant has had the re- 
quired number of weeks of employ- 
ment necessary to qualify for benefits 
under an original claim. The earnings 
for such paid vacations and holidays 
are considered in determining a claim- 
ant’s “average weekly wage” which 
governs the amount of his weekly 
benefit. 


2. Other paid leave, such as sick 
leave. Regulation 2, section g, issued 
by the Industrial Commissioner pro- 
vides that a “week of employment” 
includes any statutory week during 
any part of which an employee is on 
paid vacation or other paid leave of 
absence even though no actual work is 
performed. 

A leave without pay is not a “week 
of employment.” Payments during 
disability made under a plan or system 
and which are not “remuneration” 
are not available for accumulation of 
“weeks of employment” credit, if the 
payments are made by an insurance 
carrier. They can be credited as 
“weeks of employment” for the em- 
ployee if the employer makes direct 
payments to the employee, either ex- 
clusively or in addition to payments 
made by an insurance carrier. The 
effect of this interpretation is to re- 
move such payments from taxable 
wages while preserving them for the 
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possible use by the employee for un- 
employment insurance benefit pur- 
poses. 

Where an employer makes such 
payments without a plan or system, 
whether as full or reduced amounts or 
to supplement sick benefit payments to 
the employee made by an insurance 
carrier, such payments to the employee 
serve as both “weeks of employment” 
and as “remuneration” to be reported 
on the employer’s quarterly contribu- 
tion report to the Division of Employ- 
ment for purposes of taxation. 

There is a specific exclusion both as 
“weeks of employment” and as “remu- 
neration,” of payments by an em- 
ployer on account of sickness or acci- 
dent disability, or medical or hospitali- 
zation expenses in connection with 
sickness or accident disability. This 
exclusion becomes effective after the 
expiration of six calendar months fol- 
lowing the last calendar month in 
which the employee worked for the 
employer, under section 517, subdi- 
vision 2 (d) of the Unemployment 
Insurance Law. 

3. Retired Workers Payments. Pay- 
ments, to fully retired employees, that 
constitute pensions or other retire- 
ment pay do not give rise to “weeks 


of employment” nor do such payments 
constitute “remuneration.” In cases 
of superannuated employees who are 
kept on the payroll without currently 
performing services, as may occur 
among some employees in executive 
positions or in other situations, the 
employer-employee relationship may 
not be broken in such an event, par- 
ticularly if future services in some 
form are anticipated. These employ- 
ees are in effect on a paid leave 
and their earnings create both “weeks 
of employment” and “remuneration.” 

There is a break in the employer- 
employee relationship if no future 
services are considered. The payments 
then are in the nature of a pension 
and are not considered “remunera- 
tion” under such circumstances. 

It should be remembered that under 
section 517, subdivision 2 (h) of the 
Law, which applies to an employee 
who has reached age 65, that any 
payment, other than vacation or sick 
pay, made to such employee, if he did 
not work for the employer in such 
period, is excluded from “remunera- 
tion” and will not be considered in 
determining a claimant’s entitlement 
to benefits and his average weekly 
wage. 
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Federal Taxation 





Decisions and Rulings—RICHARD S. HELSTEIN, CPA 


Commentary 


—Committee on Federal Taxation 


Chairman, ARTHUR J. Dixon, CPA 


DECISIONS AND RULINGS 


WHEN IS A REDEMPTION ESSENTIALLY 
EQUIVALENT TO A DIVIDEND? 


The Eighth Circuit Court of Ap- 
peals has affirmed the decision of the 
Tax Court in the Heman case (Heman 
et al v. Com. CA-8, 10/25/60 aff’g. 
32 TC 479). Although the issues 
arose under Section 115(g)(1) of the 
1939 Code, the provisions of Sec- 
tions 302 and 301 of the 1954 Code 
would bring about similar results 
under the following set of facts. 

Two brothers owned all of the pre- 
ferred and common stock of a cor- 
poration except for three qualifying 
shares. Both brothers also owed sub- 
stantial sums of money to the corpo- 
ration which had been withdrawn as 
loans. One of the brothers died, and 
his estate consisted principally of his 
stockholdings. The corporation filed 
a claim against the estate for the 
decedent’s indebtedness. Under writ- 
ten agreement with the estate, the 
corporation agreed to accept the de- 
cedent’s preferred stockholdings in 
exchange for cancellation of his debt. 
At the same time a similar agreement 
was entered into with the surviving 
brother for a like amount of indebted- 
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ness although in the latter case the 
amount of debt cancelled did not rep- 
resent the full indebtedness of the 
surviving brother. The stock was not 
cancelled but remained in the treasury 
of the corporation. 

Both the Tax Court and the Court 
of Appeals agreed that the question 
of whether the redemption was essen- 
tially equivalent to a taxable dividend 
was a question of fact, and both set 
forth certain criteria to apply in reach- 
ing a determination. Because these 
criteria are of particular interest, they 
are set forth below: 

(1) The presence or absence of 
a bona fide corporate business pur- 
pose; (2) whether the action was ini- 
tiated by the corporation or by the 
shareholders; (3) did the corporation 
continue to operate at a profit; (4) 
did the corporation adopt any plan 
or policy of contraction, or did the 
transaction result in a contraction 
of the corporation’s business; (5) 
whether the transaction resulted in 
any substantial change in the propor- 
tionate ownership of stock held by the 
shareholders [now covered by Section 
302(b)(2) IRC 1954]; (6) what 
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were the amounts, frequency and sig- 
nificance of dividends paid in the past; 
(7) was there a sufficient accumula- 
tion of earned surplus to cover the dis- 
tribution or was it partly from capital. 

The Courts found that under the 
facts in this case, the distribution was 
equivalent to a taxable dividend, and 
noted that even if the corporation did 
benefit from the redemption, “the 
existence of a single bona fide busi- 
ness purpose” will not suffice, if the 
net effect of all factors indicates the 
opposite. 


ATTRIBUTION OF STOCK OWNERSHIP 


For many years, prior to her death 
in 1954, Eva L. Beyer, the decedent 
owned 156 shares out of 283 shares 
of a corporation. The balance of the 
shares at the time of her death were 
held by her daughters and their hus- 
bands. During a period of approxi- 
mately 11 years prior to her death, 
Mrs. Beyer drew no salary from the 
corporation of which she was the 
president. The corporation paid no 
dividends. However, in each of the 
years, Mrs. Beyer borrowed sums from 
the corporation totalling, in the ag- 
gregate, about $20,000, which she 
used toward living expenses. At her 
death, her will provided that after 
settling her estate, her stock was to be 
distributed equally to her daughters. 
Prior to the distribution, the estate 
transferred 51 shares to the corpora- 
tion in settlement of her debt. This 
transfer was at the book value of the 
shares. 

The Commissioner asserted, and 
the Tax Court agreed that this con- 
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stituted a taxable dividend in the 
amount of the debt forgiven. Apply- 
ing the constructive ownership rules 
of Section 318(a), the stock owned 
by the husbands was attributed to the 
daughters, and treated as actually 
owned by them (Sec. 318(a)(4)). 
Then, under Sec. 318(a)(2)(A), all 
of the stock actually and constructively 
owned by the daughters was attrib- 
uted to the estate. Thus, both before 
and after the redemption, the estate 
owned 100% of the stock. 

Since the estate was considered as 
the sole stockholder, the application 
of the criteria used in determining 
whether the distribution was essentially 
equivalent to a dividend came into 
play. In view of the history, the ab- 
sence of dividends, the lack of corpo- 
rate contraction or any other corpo- 
rate purpose in redeeming the shares, 
the Court upheld the Commission- 
er’s determination. (Thomas G. Lewis 
et al 35 TC ——- No. 10) 


INTEREST DOES NOT HAVE TO BE A 
BUSINESS EXPENSE OF A CORPORATION 


A corporation borrowed money 
from a loan company (completely 
owned by the taxpayer’s stockholders) 
and gave mortgages on its property 
as security. The borrowed funds were 
loaned to or used for the benefit of 
the corporation’s stockholder. The 
interest paid on these loans was dis- 
allowed as a deduction by the Com- 
missioner on the grounds that it was 
not an ordinary and necessary busi- 
ness expense of the corporation. 

The Tax Court held that the cor- 
porate identity in this case was sepa- 
rate from the stockholders, since the 
taxpayer was formed for a business 
purpose (and hence was not a sham); 
that the loans were made to the cor- 
poration; that the corporation was the 
primary obligor and that corporate 
property was used as security. The 
Court pointed out that the deduction 
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did not have to qualify as an ordinary 
and necessary expense under Sec. 
23(a) IRC 1939 (similar to 162 IRC 
1954) since the deduction for interest 
is specifically provided for in Sec. 
23(b) IRC 1939 (similar to Sec. 163 
IRC 1954). Accordingly, since the 
interest was paid on a bona fide loan 
of the corporation, it was deductible. 
(Arcade Realty Co., Inc. 35 TC 
No. 33) 





DETERMINATION OF SELLING PRICE 
ON INSTALLMENT SALE 


In order to report a casual sale of 
personal property or a sale of real 
property on the installment basis, the 
payments in the taxable year of the 
sale cannot exceed 30% of the sales 
price. 

In the instant case the amount re- 
ceived in the first year in cash and in 
property was less than 30% of the 
stated sales price. However, a con- 
tract which was to be transferred to 
the seller as part of the purchase price 
had a fair market value of less than 
the stated value used in the contract 
of sale. By taking the contract at fair 
value instead of stated value, and thus 
reducing the total selling price, the 
first year’s payments exceed 30%. 
Accordingly the transaction does not 
qualify as an installment sale. Further- 
more, any gain realized on the con- 
tract in excess of its fair market value 
must be reported as ordinary income. 
(William A. Tombari 35 TC 
No. 32) 





DETERMINATION OF PARTNER’S 
INTEREST IN A CASH BASIS 
PARTNERSHIP 


The following ruling is reproduced 
in its entirety: 

“The taxpayer is a member of 

a partnership which uses the cash 

receipts and disbursements method 

of accounting. At the close of the 


partnership taxable year, there were 
outstanding partnership _ liabilities 
for the payment of certain trade 
accounts, notes, and accrued ex- 
penses, which liabilities were not 
recorded on the partnership books 
because of the method of account- 
ing employed. Held, in computing 
the adjusted basis of taxpayer’s in- 
terest in the partnership, for the 
purpose of determining the extent 
to which his distributive share of 
the partnership’s loss for such year 
may be allowed under section 
704(d) of the Internal Revenue 
Code of 1954, the term ‘liabilities’, 
as used in section 752 of the Code, 
includes the partnership’s obliga- 
tions for the payment of outstanding 
trade accounts, notes, and accrued 
expenses, whether or not recorded 
on the partnership books under its 
accounting method.” (Rev. Rul. 60- 
345, IRB 1960-47, 13.) 


WHAT IS THE TEST FOR “TEMPORARY” 
EMPLOYMENT AWAY FROM HOME? 


The Ninth Circuit Court of Appeals 
has disagreed with the Tax Court 
that, in determining whether a tax- 
payer is living “away from home” for 
the purpose of deducting expenses in- 
curred for travel, meals and lodging, 
the period of the employment is not 
“temporary” unless it is predictable. 

The Court reasoned that the deci- 
sion in the case of Peurifoy v. Com. 
(S. Ct., 1958, 358 US 59) did not 
establish a rule “that the place where 
a taxpayer is employed for an ‘indefi- 
nite’ period is necessarily his tax 
home.” Thus, some test is required 
to determine whether or not the tax- 
payer’s employment is “temporary”, 
since if it is “temporary” the expenses 
are deductible. However, to hold, as 
the Tax Court did in this case, that 
“temporary” means “predictable” is 
not what Congress intended. Congress 
wished to eliminate the double burden 
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of maintaining two homes where an 
employee was on temporary assign- 
ment away from his established resi- 
dence for an indefinite period of a few 
weeks or months, since it is unreason- 
able to expect the employee to dis- 
pose of his home on each of such 
assignments. The Circuit Court of 
Appeals holds that a preferable test is 
what the employee knows about the 
length of time of his assignment. Thus, 
if he knows that there is a reasonable 
probability that he will be employed 
at a new station for a long period of 
time, he “might be said to change 


his tax home.” What constitutes “a 


long period of time” varies with the 
circumstances surrounding each case. 

In the instant case the taxpayer, 
who was in the testing division at 
Douglas Aircraft Co. plant was as- 
signed to a base 117 miles away. Al- 
though he remained there for over a 
year, the probabilities were that the 
duration of his assignment would only 
be several months. Based upon the 
Circuit Court’s test of reasonable ex- 
pectation, the employment “away 
from home” was temporary and the 
expenses deductible. (John J. Harvey 
et al v. Com., CA-9 11/1/60 revg. 
32 TC 1368) 


COMMENTARY 


WORKS OF ART AS BUSINESS 
FURNISHINGS 


Many businesses today are con- 
cerned with the “face” they present 
to the public. In an effort to present 
the company as something other than 
an impassive monolith some taxpay- 
ers have spent substantial sums of 
money in decorating their business 
premises. Many have acquired for 
use as office or showroom furnishings 
valuable works of art—paintings, 
sculpture, mobiles, pottery, etc. 

From one point of view, such ac- 
quisitions are a good business move. 
Whether the company’s taste runs to 
classical or modern art, a true work 
of art can be an excellent investment. 
However, this very virtue may make 
prohibitive the after-tax cost of ac- 
quiring such assets. Since the value 
of a work of art may not decline with 
passing years, it may not be possible 
to establish a salvage value which is 
less than acquisition cost. Thus, even 
if an estimated useful life could be 
determined, there may be no balance 


of cost to recover through deprecia- 
tion deductions. 

In ARR 4530, CB II-2, 145 the 
Service held that art objects were not 
to be classed as business assets sub- 
ject to depreciation. The ruling held 
that since such assets increase in 
value with age, depreciation claimed 
by the taxpayer should be disallowed. 
This is an early ruling and it is inter- 
esting to note that it holds that such 
assets are not “subject to deprecia- 
tion.” One wonders whether under 
present law the same answer would be 
given. 

The question of whether an asset is 
subject to depreciation is of impor- 
tance today for reasons other than an 
annual deduction. If the work is sub- 
ject to depreciation (even though the 
amount may not be ascertainable), it 
would not be a capital asset and, de- 
pendent upon the results of other 
transactions during the year, the gain 
or loss upon a sale would be treated as 
ordinary income or loss, or as capital 
gain or loss under Sec. 1231. On the 
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other hand, if the work is not subject 
to depreciation, then it would be a 
capital asset and, irrespective of other 
transactions during the year, gain or 
loss upon a subsequent sale would be 
treated only as capital gain or loss. 

Taxpayers should not be discour- 
aged if they wish to acquire works of 
art for business use and at the same 
time indulge their cultural appetite. 
However, they should recognize that, 
unlike other office furnishings, the 
cost of art may not be recoverable 
through depreciation but will have to 
await a sale or other disposition of the 
art work. 


DISTRIBUTIONS OF ESTATE CORPUS 

During the period of administration 
of an estate, there may be over-all tax 
savings if the estate fails to distribute 
any income to the beneficiary. This 
is true when the beneficiary is in high 
tax brackets, and the estate is in a 
lower bracket. Those guiding the 
affairs of such estates should not fall 
into the trap of making corpus distri- 
butions to beneficiaries which could 
be taxable to them. 

Sec. 661 of the Code provides that 
in computing the taxable income of 
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an estate there shall be allowed as a 
deduction the sum of (1) any amount 
of income (as defined under local 
law) required to be distributed cur- 
rently and (2) any other amounts 
properly paid for such taxable year. 
Sec. 662 is the counterpart of Sec. 
661 and provides for the inclusion in 
the beneficiary’s income of the above- 
mentioned items. 

Sec. 663(a)(1) excludes from the 
operation of Sec. 661 and Sec. 662 
any amounts paid from principal as a 
gift or bequest of a specific sum of 
money or of specific property and 
which is paid or credited all at once 
or in not more than three installments. 
Therefore, principal distributions to 
residuary beneficiaries would be tax- 
able to the extent of the undistributed 
income of the estate for the year. 

Regulations Sec. 1.663(a)—1(b) 
provides that in order to qualify for 
the exclusion, the distribution must 
be ascertainable under the terms of 
the will. For example, a bequest to 
a decedent’s son of an interest in a 
partnership, is a bequest of specific 
property. On the other hand, a be- 
quest to a decedent’s spouse of money 
or property, to be selected by the de- 
cedent’s executor out of the residuary 
estate, is neither a bequest of a spe- 
cific sum of money or of specific 
property for this purpose. This is so 
despite the fact that for income tax 
purposes a marital deduction formula 
bequest may be treated as a bequest 
of a specific amount and the transfer 
of property to satisfy the legacy will 
result in a capital gain or loss to the 
estate. However, such a bequest is 
not considered as being a bequest of 
a specific sum or property under Sec. 
663 since the identity of the property, 
or the amount of money specified, are 
dependent both on the exercise of the 
executor’s discretion and on the pay- 
ment of administration expenses of 
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other charges, neither of which are 
facts existing on the date of the de- 
cedent’s death. 

Consequently, where it is desirable 
to have income taxed to an estate, 
rather than to a_ beneficiary, care 
should be taken that corpus distribu- 
tions will fall within the exceptions of 
Sec. 663(a)(1). 


SPECIAL LOCAL PROPERTY 
ASSESSMENTS 

Special local property assessments 
for street paving, sewers and other 
similar benefits, levied by a town or 
county against the property owners 
affected, are usually not deductible 
unless they fall under the provisions 
of Sec. 164(b)(5). This section per- 
mits the taxpayer to deduct local 
benefit assessments if (a) the assess- 
ment is levied by a special taxing dis- 
trict covering at least the whole of 
one county, and, at least 1,000 per- 
sons are subject to the assessment 
which is levied annually at a uniform 
rate, or (b) to the extent the tax- 
payer can prove how much of the tax 
payment is for maintenance, repair or 
interest charges. In most cases, there- 
fore, such assessments are not deduct- 
ible as a tax. (Caldwell Milling Co., 
3BTA 1232(1926).) 

The Courts have been faced with 
another aspect of this problem. May 
such costs be added to the basis of 
the property affected, for purposes of 
depreciation, where the property is 
used in a trade or business, such as an 
apartment house? 

Where the street or sewer improve- 
ment was made by the governmental 
authority itself and the cost assessed 
against the property owners, the an- 
swer seems to be clear that no depre- 
ciation deduction is allowable. These 
extra costs are recoverable only upon 
disposition of the property. 





Where the improvement is put in 
and paid for by the taxpayer and then 
the property is conveyed to the mu- 
nicipality for future maintenance, the 
Courts have similarly held that the 
taxpayer is not entitled to deprecia- 
tion. They have further held that the 
taxpayers will recover their cost only 
on a disposition of the property 
(Algernon Blair, Inc., 29 TC 1205 
(1958) ). 

The rationale behind this and other 
similar decisions is the holding that 
although the improvements benefited 
the taxpayer’s property, they were not 
used exclusively in the taxpayer’s 
trade or business but were used pri- 
marily for the service of the public. 
Also, since this was public property 
the taxpayer did not have that “spe- 
cial pecuniary interest in the property 
concerning which a depreciation de- 
duction is allowable.” 


HOW BUYER CAN USE CORPORATION’S 
CASH TO PURCHASE STOCK 

In many situations where a prospec- 
tive purchaser desires to acquire all the 
stock of a corporation and he hasn’t 
sufficient cash to effect the purchase. 
he may wish to use the available cash 
in the corporation to close the deal. 
This can be arranged by purchasing 
less than 100% of the stock, and 
then having the corporation use its 
cash to redeem the balance from the 
selling stockholder. In Zenz (213 
Fed. (2d) 914; CA-6, 1954) the facts 
involved a sole stockholder who sold 
part of her stock to a competitor and 
had the corporation redeem the bal- 
ance for cash and property equal to 
its earned surplus. The court held that 
the redemption was not a dividend 
under the terms of Sec. 115(g)(1) 
of the 1939 Code. The Commissioner 
acquiesced in that decision and then, 
in a 1955 revenue ruling, (55-745) 
stated that the decision would be 
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equally applicable under the 1954 
Code. Evidently Sec. 302(b)(3) can 
now be relied upon to assure the sell- 
ing stockholder that payments received 
from the corporation would be consid- 
ered as payment for the stock surren- 
dered rather than the equivalent of 
dividends. 

The 1954 Code appears to offer 
another method of achieving the same 
result. The corporation, in the alter- 
native, could, by adopting a plan of 
liquidation pursuant to Sec. 337, sell 
its assets other than cash without the 
imposition of a double tax. The tax 
consequences to the old stockholder 
would be the same as if there had been 
a sale and redemption of his stock, 
while the purchaser would now have 
two tax advantages he would not have 
had under the Zenz type transaction. 
Firstly, the basis of the acquired as- 
sets would be stepped up to equal the 
price paid for them. Secondly, the 
new corporation would commence op- 
erations without a carryover of the 
predecessor’s earnings and profits. 


CONTRIBUTIONS OF COPYRIGHT 
INTERESTS 

A generous author, desiring to make 
a gift to a charitable, educational, or 
religious organization might well be 
encouraged to consider making it in 
the form of a copyright interest. Rev. 
Rul. 58-260 permits an inventor to 
make a contribution of an undivided 
interest in a patent, take a deduction 
for the fair market value of the inter- 
est contributed, and subsequently ex- 
clude from his income the royalties 
earned on the share contributed. This 
ruling should be equally applicable to 
undivided interests in copyrights. Fur- 
thermore, the Service has also ruled 
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that the right to exploit a copyrighted 
work in a particular medium is a sepa- 
rate, transferable property. (Rev. Rul. 
54-409.) If, for example, an author 
makes a gift of all of his right, title, 
and interest in the dramatization rights 
to his novel necessary for its produc- 
tion in a specific medium, such as 
radio, television, motion pictures or 
on stage, he is not liable for Federal 
income tax with respect to any income 
deriving from his former interest in 
these rights. (Rev. Rul. 54-599.) If 
the gift is to charity, he would also 
be entitled to a contribution deduc- 
tion for the fair market value of the 
interest donated. 

Conceivably, the gift of the copy- 
right (whether of the taxpayer’s en- 
tire interest, an undivided interest in 
the whole, or the exploitation rights 
in a particular medium) could pro- 
duce an aggregate benefit in tax sav- 
ings in excess of the amount that the 
author would have been able to re- 
tain out of the royalties. For ex- 
ample, assume that $1,000 in aggre- 
gate royalties were forthcoming to an 
author in the 60% bracket, his re- 
tention would be but $400. If he were 
to make a present gift of the copy- 
right he has a current tax deduction 
for the present fair market value 
thereof, say $900, with an immediate 
benefit of $540, (60% of this $900 
value). Furthermore, the cash result- 
ing from the tax saving is available 
quickly, while the royalty income 
might be spread out over a period of 
years. 

Substantial tax benefits resulting 
from charitable contributions are not 
new, of course, but they can be most 
dramatically illustrated, as above, in 
the case of ordinary income assets 
such as copyrights and inventory. 
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Classified Section 


RATES: “Help Wanted” 20¢ a word, minimum $5.00. “Situations Wanted” 10¢ a word, minimum 


$2.00. ‘Business Opportunities” 


1Se a word, minimum $3.00. 


Box number, when used, 13 two 


words. Closing date, 10th of month preceding date of Issue. 
ADDRESS FOR REPLIES: — number, The New York Certified Public Accountant, 355 Lexington 


Avenue, New York i7, N. 


HELP WANTED 
Experienced accountant wanted by CPA 
firm in upstate New York. Excellent oppor- 
tunity for right individual. Send complete 
resume and salary requirements. Box 2231. 


Accountant, senior, Buffalo, New York, 
public accounting firm has opening for sen- 
ior accountant. Growing, diversified prac- 
tice, western New York area. No over- 
night travel. Write complete resume of 
education, experience, personal data, salary 
requirements. Box 2232. 


Central N. J. CPA, small staff, planning re- 
tirement, has partnership opportunity for 
CPA with broad experience in auditing, 
taxes, report writing. Send complete re- 
sume, including salary desired. Box 2248. 


SITUATIONS WANTED 


Financial Reports, tax returns, etc., typed 
and checked expertly by qualified and 
highly experienced typist, electric, good ser- 
vice. Corona, MU 7-3890, FI 7-1312. 


Accountants’ Reports, tax returns, and 
briefs, expertly typed, IBM, accuracy and 
quality guaranteed, low overhead equals 
low rates. Miss Claire, MU 2-0326, evenings 
and weekends LE 4-8336. 


CPA, 25 years public experience in all 
phases of accounting with emphasis on 
institutions, non-profits fund-raising, hospi- 
tals, investments, funds, real estate, etc., 
seeking part-time or per diem work. Box 
2233. 

CPA, tax experienced, seeks per diem ar- 
rangement with accountants involving tax 
preparation or checking, research, etc. Box 
2235. 

CPA, attorney, lecturer in taxation, exten- 
sive tax experience in planning and re- 
search, former revenue agent and technical 
adviser, seeks per diem arrangement. Box 
2236. 

CPA, write-up specialist with new tech- 
niques, seeks work on percent of fee or 
contract basis. Box 2237. 

CPA, member of State Society, 25 years 
public accounting experience, available for 
per diem work. Box 2238. 
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CPA, specializing in SEC work, registration 
statements, etc., wishes per diem or fee work 
with other accountants. Box 2246. 
Assistant Controller, cost conscious CPA, 
with diversified experience in budgets, man- 
ufacturing costs, consolidations, all taxes, 
dynamic analyses of current operations, 
seeks challenging opportunity. Salary open. 
Box 2249. 

CPA, Society member, 10 years experience, 
seeks per diem work on Long Island 3 days 
weekly. Box 2256. 


BUSINESS OPPORTUNITIES 

Mail and Telephone Service, at either of 
these prestige locations, 550 Fifth Avenue 
or 510 Madison Avenue, including air- 
conditioned conference and reception rooms 
for interviews and audits, telephone and 
lobby directory listings, secretarial facilities. 
Air-conditioned offices and desk space avail- 
able. Fifth Avenue Office Service, Inc., 550 
Fifth Avenue, New York City 36, PLaza 
7-3638. 

Practice Wanted, substantial terms, know- 
how offered overburdened or retiring prac- 
titioner, CPA, N. Y., N. J., AICPA, IE, 
MBA. Box 2239. 

Well Equipped CPA Firm, will purchase all 
or part of the practice of overburdened or 
retiring accountants, substantial cash or at- 
tractive retirement arrangements will be 
offered. Box 2240. 

We Act As Your Secretary, mail, telephone 
service, $5.00 per month, mail and messages 
forwarded, private desks and offices avail- 


able, convenient to all transportation. 
Abbott Service, 147 W. 42nd St., Cor. 
Broadway. 


For Rent, air-conditioned attorney’s suite, 
private rooms, recently completed, beautiful 
decor, facilities, extra space available dur- 
ing tax season, individual or small firm, 
moderate. WOrth 2-1655. 

Practice or individual accounts wanted for 
purchase by CPA with 20 years experience, 
no account considered too small. Box 2234. 
Fireproof insulated legal and letter size 
filing cabinets, used, refinished like new, 
2, 3, 4 drawer. Krasilovsky, 170 Centre St., 
CAnal 6-2255. 
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BUSINESS OPPORTUNITIES 
Substantial Cash Available for the purchase 
of a practice or individual accounts by ex- 
perienced CPAs. Box 2241. 

CPA, two man staff, time available on per 
diem or job basis, will purchase or manage 
accounts. Box 2242. 

Attorney, CPA, extensive and unusual back- 
ground, mature, with own practice, investi- 
gations, taxes, fiduciary & estates, corporate 
syndication and real estate, etc., desires to 
purchase interest in progressive CPA firm 
located out of New York City. Box 2243. 
Individual Clients or practice wanted, small, 
independent CPA practitioner with a modest 
staff, located in the general Buffalo-Niagara 
Falls area, is interested in acquiring writeup 
and small audit clientele individually or as 
a group. Cash arrangement desired. Your 
interests will be.protected by an honest, sin- 
cere effort to please your clientele. Box 
2244. 

Accountants Service Center offers a place 
to keep things, obtain phone answering ser- 
vice, receive mail, meet a client, do tax 
research, get reports typed and other chores 
handled in exchange for an economical 
sum. Cost can be as low as $5 a month. A 
whole floor of office and desk spaces at 120 
Liberty Street, BArclay 7-5816. 

200 West 57th Street, suite 1304, beautiful 
new air-conditioned, single office. Inexpen- 
sive. PL 7-7242. 

CPA, highly competent, personable, 10 years 
diversified experience, has own practice, 
will purchase accounts or associate with 
overburdened or retirement conscious prac- 
titioner. Funds available. Box 2245. 

CPA, 30, eight years excellent public ac- 
counting experience, mature, reliable, ambi- 
tious, desires to purchase partnership in- 
terest in N. Y. C. area. Will consider posi- 
tion leading to partnership arrangement. Box 
2247. 


For Sale, complete inter-office communica- | 
tions system in good working order (Ameri- 7 
can Interphone Co., Inc.). 100 line ca- 
pacity (including DC converter) providing 
for 10 simultaneous conversations. 128 “bell 7 
in base” conventional desk type dial tele- 
phone sets, plus 7 wall or desk hanging type. 
Also, several gongs and horns with relays 
for use in remote or noisy areas. For de- 
tail information, price, etc., write or phone, | 
J. R. Pearce, Burnham Corporation, Irving- 
ton, New York (Lyric 1-8800). q 
2 Partner Accounting Firm, established © 
office, senior partner, 60, certified, practice 7 
$30,000.00 plus, would like to associate | 
itself with young CPA with self-sustaining 7 
practice. Purpose: eventual merger and con- 
tinuity. Write in detail. Box 2250. 
CPA, mature, diversified experience, will 7 
have 8 to 10 days free time monthly, due | 
to dissolving partnership in January. Seeks 9 
association with busy practitioner on per | 
diem basis with possibility of permanent ar- 7 
rangement. Box 2251. : 
Desk space available, new law suite, mid- 
town area, air-conditioned, library, OXford 
7-6068. 

CPAs, (two) interested in purchasing prac- 
tice, or servicing accounts for practitioner | 
contemplating retirement in New York City 
area. Replies confidential. Box 2252. 
CPA, Long Island practice, $25,000 gross, 
seeks associate similarly situated or asso- 
ciation with larger organization. Box 2253. 
CPA, diversified accounting experience, 
seeks association with overburdened prac- 
titioner, per diem, percentage of fee, or pur- 
chase of practice arrangement. Box 2254. 
CPA firm medium size seeks purchase of 
accountancy practice. Substantial funds are 
available, liberal terms. Box 2255. 
Broadway, 305, private office, air-condi- 
tioned, newly decorated, reasonable. WO 
2-1565. 
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ACCOUNTANTS TAX FORM ORGANIZER 


Size: 12” Wide 


©2500 RETURNS AT 10%" Long 

YOUR FINGER TIPS SSS 
@ COMPLETELY ADJUSTABLE 
@ EQUIPPED WITH 5 ADJUSTABLE TILT PLATES 
@ 18 Indexes with Federal and ° 

State breakdown 
@ 9 Blank Indexes with a selec- 
tion of Paste On Labels 

@ 4 Extra Plates May Be 

Added at $1.35 Each Prevent Desk 


Damage 


1-3 $19.50 


4-7 19.00 Cont Slip ORDER FROM: 
Bottom Prevents 


8-12 18.50 aterial from “Cc ie 
13 or more 18.00 Stang. ~—" ™ 


with 27 Indexes TRANSLUCENT ACCOUNTING 
MONEY BACK GUARANTEE AND BUSINESS FORMS WA 4-5730 


PUT ONE OW EVERY DESK 88 University Place, New York 3, N. Y. 








SPECIAL! tax'scutoute rorms 
NOW... Copies Without Copying Machines 


Write now for complete information and free 
samples of our popular tax schedule forms 
printed on white 16 Ib. watermarked bond g 
paper. Available in convenient pads or time- 
saving snap-aparts—in government regulation 
sizes. We have the most complete line of tax 
forms available. Order now for immediate 
delivery! 


PADS of carbon interleaved tax forms. 60 iden- 
tical pages to the pad, with carbon already 
inserted between the pages! Tear off the num- 
ber of copies you need and, in register, make 
an original and 1-2-3 or 4 copies. Costs per 
pad are: 1—4 pads* $1.85 each 


5-9 pods? _1.60each | COUP REGS £8 university piace 
10 or more pads* 1.40 each ! NEW YORK 3, N.Y. 


Gentlemen: Please send me complete list, information and 
SNAP-APART type tax forms available in 2, 3 


free samples of your bond paper tax schedule forms. 
or 4 parts, Packed 25 sets to a pack. Cost per We are interested in [] Snap-Apart Forms 
ack are: 
P | Company Name 
j 





CJ Carbon Interleaved Pads 





2 part 3 part 4 part 
1—4 packs*® $1.85 $2.25 $2.75 Address 
5-10 packs* 1.75 2.15 2.65 City Sune... 


*They may be an assortment of forms 
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“There is something 
that is much more 
scarce, something 
rarer than ability, 


It is the ability ta 
recognize ability.” 


RRoBert Mla J 


PERSONNEL AGENCIE 


130 WEST 42 STREET, NEW YORK 36, N. 


LOngacre 4-3834 


controllers 
treasurers 
internal accountants 
cost/budget men 
systems men 
tax men 
internal auditors 
office managers 
bookkeepers 

and, of course 
public accountants 
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